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PLANNING AND PLAN IMPLEMENTATION 


BUNICH DISCUSSES PLAN FULFILLMENT, INCENTIVES 
Moscow SOVETSKAYA ROSSIYA in Russian 30 Nov 80 p 2 


[Article by P. Bunich, Associate Member of the USSR Academy of Sciences, Chairman 
of the Committee on Management Prov ems of the USSR Council of Scientific-Technical 
Societies: “Energizing the Plan: The Science of Managing") 


[Text) Ic was noted at the October Plenum of the CPSU Central 
Committee that tasks laid down by the Party related to perfect- 
ing the administration and planning mechanism and improving 
management methods have still not been completely accomplished. 
Experts, including scholars and scientists, are working on these 
unresolved problems. What they have suggested and devised is 
the subject of widespread discussion during this pre-congress 
period. P. G. Bunich, Associate Member of the USSR Academy of 
Sciences, shares his thoughts today on providing incentives for 
vigorous plans, on mechanisms for increasing the motivation of 
enterprise collectives to enhance production efficiency. 


I would like first of all to present the reader with some “puzzling” situations. 


Enterprises of the Ministry of Chemical Industry increased their realized production 
output last year by only one per cent. In the former Ministry of Pulp and Paper 
Industry, growth was five times greater. But if we use another index in evaluating 
their industrial activity, percentages of plan fulfillment (and both remuneration 
for labor and--as it is said--the honor and glory depend primarily on this), then 

it turns out that there is no essential difference--it is as if their work were 
identical. 


Or consider this. Labor productivity in the Ministry of Instrument Making increased 
twice as quickly over the past three years as in the Ministry of Construction, Road, 
and Municipal Machine Building. Was this difference reflected in compensation? 
Absolutely not. The relative increases in wages were more or less the same. 


Even with all the outward “disparity” in these situations, it is not difficult to 
note that in each case one and the same thing applies: growth in labor productivity, 
increasing production output on the same equipment and in the same areas, economizing 
on labor and material expenditures and other indices, the sum total of which deter- 
mines production efficiency, have little or no effect in evaluating the work of the 
collectives. 

















Why is thie eo? What is going on here? The answer lies in the mechaniem for pro- 
viding production incentives, 


In evaluating enterprise activity today we have the principle of fulfilling the 
plan. Right? It would be ridiculous to object to thie. Ideally, more ver, under 
normal conditions this principle must be the fundamental one in determining work 
results. Yet there is a substantive contradiction that has arisen in the system 

of providing incentives and in practical management. There are inducements for plan 
fulfillment and over-fulfillment regardless of how vigorous the plan is, i.e., 
regardless of economic efficiency. 


There was some discussion at the 25th party congress to the effect that the volume of 
econumic incentive funds in each enterprise, conglomerate and department should be 
allotted depending on production intensification, labor productivity, production 
quality improvement and technological progress. A great deal is being done in this 
regard, but the managerial mechanism of today is a long way from ilways "working" 

to these ends; at times it even acts to the contrary... 


I will offer another example to illustrate my concept. An examination of work in 
institutions of the Ministry of Machine Tool and Tool Building industry was conducted 
last year. It was found that the plans it originally drew up were later reduced ten- 
fold! And this permitted a distribution of 4.5 million rubles in bonuses alone, 

not to mention other state expenditures on material incentives. 





I do not at all mean to say by this that the directors and employees of machine tool 
industry enterprises are such awful "good-for-nothings" that they are only thinking 
about how they can understate plans and receive illegal bonuses. No, it's not so much 
tne people we're talking about. 


We often criticize plant managers and institution directors for failing to exhaust 
all internal reserves in preparing the initial data for plan development and subse- 
quent plan approval. We accuse them of setting aside material-technical and labor 
resources "as a safety margin.” And we are correct in criticizing this. If we are 
talking about a manager's character, his social and moral orientation, then it would 
be putting it mildly to say that such practices don't shed a favorable light on 

the industry executive. Conversely, endeavoring to lay all reserves at the disposal 
of the job speaks for one's citizenlike, political maturity. But is all right if 

the industry executive's social and moral orientation is supplemented as well in all 
instances by the objective situation he finds himself in, or as people say, "the 
world in which he revolves." What I mean is the set of normative documents and the 
methods of providing incentives that affect him, his views, his points of -eference, 
and finally, his psychology. One must agree that, if, from a work remuneration point 
of view it is more profitable for both the manager and the entire collective to be 
fulfilling a plan which is less vigorous rather than more so, then you will find 
directors (and they do exist) who will do a lot of talking about intensification and 
increasing efficiency, but in fact they find the thought of an easy program enticing. 


The advantages of our system of management lie in centralized planning, and in its 
incorporation with initiative from below, with the scrutiny and creativity of the 
masses. Counterplans have appeared in due course in production management as one of 
the manifestations of this democratic principle. It is the enthusiasm of the working 











clase that gives rise to these plane--their atriving to expand their contribution 
to the common interest. But it goes without saying that additional plans should in 
no way reduce the role or the scope of the basic plane. It is precisely the effec- 
tive coupling of the two that should be supported by the incentive system. But 

the key factors of this system have not been sufficiently thought out; they fre- 
quently play quite a different role. I won't go into all the details; I'll simply 
offer one or two specifics to illustrate. If the basic plane go unfulfilled, then 
the incentive funds are formed based on lowered standards; if it's the supplementary 
plans that are not fulfilled, standards are not reduced. In addition, bonuses for 
directors and engineer/technical employees and workers (on whom formulation of the 
industrial program depends to a great extent) are lower for each percentage point 
fulfiliment of the basic plan that of the supplementary one. The incentive for 

the former is on the whole 12 times lower than for the latter. One need not be an 
economist to see that lowering the indices for the basic task under such conditions 
(and this is the lion's share of the production) is more beneficial than raising 
them. 


There are yet several other provisions and instructions that regulate economic activ- 
ity that are moving in this far-from-optimal direction. These often encourage enter- 
prise managers to overestimate resource expenditures in the plan, since what counts 
is, once again, not how efficiently they are used but how they correlate with the 
plan. 


I want to make special mention of the consequences that result when the number of 
workers is overestimated, i.e., when we have wasteful utilization of our most prized 
resource--labor. We will first cite a fact that was mentioned in an article from 
"Sovetskaya Rossiya" (Mtsensk edition,” 2 Oct 1980): The plant made side-expenditures 
(on agricultural protects and others not related to the production program) of over 
300 thousand man-days. I don't know what production output norms were stipulated in 
the numerical planning base, nor will I go into other details, but the conclusion 

is quite clear: Opportunities to "insert" an overexpenditure of labor resources into 
the plan did exist... 


We are talking about the sphere of management, about what the understating of plans, 
the overestimating of resource expenditures, etc.,--I could go on--are fraught 

with. But we are hardly entering the unknown in talking only about deficiencies in 
the existing system of providing material incentives. Stated one way or another, 
these issues are being discussed by economists, by enterprise directors and depart- 
ment managers, and in the press. Decisions of the CPSU Central Committee and the 
USSR Council of Ministers on improving planning and the mechanism of management point 
to the necessity of providing incentives to implement vigorous plans. The problem 
is beyond that of completing the tasks they've assigned. 


It is our view that an evaluation of the activity and incentives provided by collec- 
tives for an achieved level of effectiveness, for a real contribution to the nationa’ 
economy, for the work's final result, can become an effective method of providing i' 
centive (and, naturally, plan fulfillment and over-fullment) for implementing vig 
ous plans. 


| must state right away thet all of the issues that are cropping up here are relate 
to the most complex issues in economics. It goes without saying that the basis for 
the evaluation of enterprise work will include such indices as production expansion, 
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not of the notorious "grossa output" but of the kinds of production the country needs, 
technological progress; growth in productive laber; conservation of resources; and, 
in a wider sense the difference between results and material expenditures, which, 

in the final analysis, will be reflected in a pure profit index. It will become an 
index of efficiency and a source of remuneration, of encouragement for the collec- 
tive and tor each individual worker. 


In all likelihood no one would begin to argue against--let us call it the "standards" 
Method. But the transition to it requires that many rather complicated problems 
be resolved. 


Let us put it this way. Enterprises differ from one another by virtue of their size, 
production mode (individual, serial, or mass production), their technological level, 
geographic location, natural resources, variance in the cost of raw materials, 

etc., etc. Correction factors can be applied in these cases so that external factors 
and circumstances that do not depend on the collective have no effect, so that the 
evaluation of activity efficiency corresponds objectively to its labor achievements. 





Specific questions as to making a good showing with respect to certain indices a pre- 
requisite for putting a proposed incentive system into effect, questions on incen- 
tive norms--raising or lowering them temporarily to suit one enterprise or another, 
merit separate analysis and discussion. There is no need to delve into them here, 
since this is already being done by experts. 


As far as difficulties are concerned, I want to make one observation. Our socialist 
economy is an exceedingly diversified, and at the same time, indivisible entity. This 
is where its strength lies, its power; but it is also where we find difficulties in 
managing it--difficulties that are growing, on the one hand, in the light of cen- 
tralized planning and management, and on the other, in view of its democratic nature 
that opens up a vista for exercising initiative and independent action. To find 

and develop a system of incentives which, being located as it were in their midst, 

and absorbing both of these m ‘ement advantages, would facilitate their merging 
interaction, a far from simpi« ask, to be sure. But it is here that complexity 

is precisely what is needed, anc not simplicity. 


The simplest way is not always the best way. Is it possible that the existing system 
is best--a system which effectively removes difficulties for planning body workers 

as well as the department management staff, the production management apparatus? 

All of the factors today are considered, in essence, “beyond our control"; accordingly, 
incentive funds are distributed outwardly by the "fairest" method--by equalizing... 
It's as if everybody's okay, no one get. hurt, but in actuality, it's fine for those 
who work poorly and discouraging for the good workers. 





Thus, the paradox of the current situation with regard to economic production incen- 
tives is this: Two of the most important economic parameters--plan and efficiency-- 
seem to have turned out diametrically opposed. Yet they should be synonymous. The 
thrust of the proposal I am discussing is to achieve just such a condition. 


Incidentally, we are already ovserving elements of the "standards" method, and 
attempts to move in that direction. In some instances this is embodied in normative 
actions, i.e., comes from above; in other cases it winds its way through as initia- 
tive from below. Up to 15 percent of temporary increases in wholesale and retail 








prices for high-quality consumer goods are currently apportioned to material incentive 
funds for workera who have participated directly in manufacturing improved-quality 
goods. Increases have also been introduced in response to the increased efficiency 

of new technology. It is envisaged that widespread usage of this type of incentive 
to achieve efficiency and quality will extend to all goods of technical and vocation=- 
al designation. In this instance it is the key factor vf prices that is having an 
influence on increasing production efficiency and prices are established on the cen- 
tralized scheme. 


Here is a trend that is coming from below--the Shchekino experiment. Chemists in 
Shchekino tried out the material incentive method for increasing production with 
minimal labor resource losses and achieved astonishing results. In ten years, pro- 
duction output increased more than threefold; labor productivity experienced a more 
than fourfold growth; profits went up by a factor of almost two-and-a-half; and 

the number of production personnel was reduced by 1800--almost one-fourth of the col- 
lective. 


This sometimes raises the question--if the "Shchekino” way yields such excellent 
results, why is this method, already in its second decade and approved by the CPSU 
Central Committee, being introduced “begrudgingly" in many enterprises, conglomerates 
and departments and in other cases people are even renouncing it. The thing that 
prevents universal adoption of the progressive system of incentives, the way 1 see it, 
is that these incentives are infrequently "entered" into the mechanism and principle 
providing incentive for "“over=-plan." In other words, things are being hampered by 
the very same contradiction with which I began this article. 


Our task, then, is to evaluate the activities of the collectives (from brigade level 
up to branch of industry) proceeding from the factual, ultimate results and the 

total amount of pure profit with common department standards for allocating incentive 
funds from such profit. This will foster greater interest in vigorous plans and in 
conservation of all our resources and in the dynamic factors of growth. 


9768 
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INVESTMENT, PRICES, BUDGET AND FINANCE 


IMPACT OF MONETARY TURNOVER ON PRODUCTION EXAMINED 
Moscow DEN'GI I KREDIT in Russian No 11, Nov 80 pp 16-20 


[Article by Professor I. I. Konnik: "The Circulation of Money and the Ef- 
ficiency of Social Production") 


{Texc] It is well known that the character of production and also of the 
process of reproduction is determined by the way in which manpower is com- 
bined with the means of production. The latter governs not only the socio- 
economic nature of the process of reproduction, but also its type--exten- 
sive or intensive. Moreover, the way in which the personal and physical 
factors of social production are combined takes on various aspects of its 
own. As an expression of property relations this method governs the socio- 
economic nature of the process of reproduction and the goal toward which it 
is oriented, which in turn is crucial to the particular proportions that 
take place among the sectors of the economy and the spheres of reproduc- 
tion, to the composition of the gross social product, and to the distribu- 
tion, redistribution and use of the national income. Here flows of money, 
whose sources are the resources of the budget, the credit system and asso- 
clations (enterprises) themselves, not only support formation of the pro- 
portions established in plans, but also have a vigorous impact on the bal- 
ance between the physical content and value form of the process of repro- 
duction, and consequently also tends to raise the level of its organization 
according to plan. 


The actual social combination of manpower with the means of production when 
commodity-money relations are retained in the stage of socialism is distin- 
guished by the peculiarity that in the primary uniis of the national econ- 
omy this combination takes place on the basis of ihe principle of personal 
material motivation, which is related to the economic interests of associ- 
ations (enterprises) and of society as a whole. Thus combination of man- 
power with the means of production is me“iated by the circulation of money 
involved in the payment of wages and bonuses from material incentive funds, 
which is the principal channel whereby cash enters into circulation. Ig- 
noring that the circulation of money is necessarily involved in the actual 
social combination of the personal and physical factors of production under 
socialism and that this process is based on the principle of material 





motivation would conceal essential differences between socialism and full 
communism which were stressed by the founders of scientific communism, 


The real possibility for the circulation of money to have an impact on the 
entire process of reproduction lies above all in this difference. Of 
course the directly social character of the combination of the personal and 
physical factors of production under socialism is not eliminated by the 
fact that it is mediated by the circulation of money. But this circulation 
of money in the form of various wage systems has a comprehensive effect on 
the process of reproduction--the rise of labor productivity, changes in the 
level and composition of personal money income, the quality of products 
produced, the use of productive capital, distribution of the national in- 
come into the accumulation fund and consumption fund, and so on. 


The second aspect of the way in which the personal and physical factors of 
production are combined, which does not directly express property rela- 
tions, but determines the type of reproduction--extensive or intensive--is 
related thereto. Once again the circulation of money plays an important 
role in this determination. 


In the intensive type of reproduction, which is based on accelerated scien- 
tific-technical production, the personal factor of production takes the 
form of highly skilled manpower capable of ensuring a high level of labor 
productivity, the most intensive use of productive capital, reduction of 
the materials intensiveness of products and a rise of product quality. 

When the cultural and technical level of manpower is at that high level, 
the circulation of money expands consideravly, the reason being the con- 
Stant rise in the wages of workers and employees and the money income of 
kolkhoz members. But the main thing here is that the circulation of cash 
is organized in forms that ensure material stimulation of a rise of labor 
productivity, reduction of production costs, improvenent of the quality of 
the products produced, i.e., the principal factors in the intensive type of 
reproduction. This is achieved through broad use of bonuses from the mate- 
rial incentive fund in raising wages, through the work-team form of organi- 
zation and work incentives, as envisaged by the decree of the CPSU Central 
Committee and USSR Council of Ministers dated 12 July 1979, by registering 
in the bonus system the rise of labor productivity by virtue of intensive 
factors, the rise in product quality, reduction of production costs, cost 
savings, and so on. Here the circulation of money resulting from remunera- 
tion is oriented toward material stimulation of qualitative indicators of 
the performance of associations (enterprises) and thereby toward intensifi- 
cation of the process of reproduction, toward its highe~ efficiency. In 
other words, by mediating the combination of manpower with the means of 
production the circulation of money tends to intensify social production by 
supporting the formation and movement of the wage, which is used as an eco- 
nomic lever for stimulating a rise in the efficiency of the process of re- 
production. It is necessary for the circulation of money to mediate the 
way in which manpower is combined with the means of production under so- 
cialism because of the level of development achieved in directly social 
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labor, and the related objective need for deliberate use of the circulation 
of money to exert an impact on all phases of the process of reproduction 
comes about because of the planned character of the process of socialist 
production and reproduction and the need for conscious use of the system of 
economic laws of socialism in their planned management. 





Since commodity-money relations have been preserved, the forms of manifes- 
tation of the economic laws of socialism are nediated by the circulation of 
money. In this situation the deliberate use of these forms of manifcsta- 
tion of the economic laws in order to stimulate a rise in the efficiency of 
social production depends to no small degree on the state and structure of 
the circulation of money as well as on those functions which are performed 
by the money that takes part in this circulation. For example, as the form 
in which the basic economic law of socialism and the law of distribution 
according to labor is manifested, the wage is served by two flows of money 
in the process >of its formation: one which forms the fixed part of the 
wage, which is guaranteed by the state in accordance with the wage-rate 


system, and the other which forme » variable portion of the wage, whose 
source is the resources of the » erial incentive fund. The proper rela- 
tionship between these two flow »f money has great importance in strength- 
ening the role of the wage as an entive, 


Excessive growth of the flow of money that serves the formation of the wage 
from the material incentive fund tends to weaken the wage-rate system and 
encourages the emergence of elements of leveling in distribution according 
to work. Moreover, this situation can cause an imbalance between effective 
demand and the supply of commodities, which will also have an adverse ef- 
fect on the role of the wage as an incentive. 


Conversely, if the flow of money used to increase the wage from the mate- 
rial incentive fund is excessively restricted, opportunities are thereby 
diminished for using the wage as an economic lever for raising the effi- 
ciency of social production. It is obvious that the role of money in the 
cost-accounting activity of enterprises and in realizing the economic laws 
of socialism is -lso substantially diminished here. 


However, use of the circulation of money also involves planned formation of 
value (money) proportions in the process of expanded reproduction, which 
have a large role to play in ensuring the efficiency of social production. 
For example, the flow of money performs a dual role in the planned forma- 
tion of proportions between the two departments of social production and 
between the pnases of reproduction. 


First, expression of the value of the means of production and consumer 
goods in money as a measure of value in the process of planned pricing has 
essential importance to correct determination of proportions between the 
two departments of social production. Proportions between the two depart- 
ments will take shape as a functiou of the level of prices cf means of pro- 
duction and consumer goods, of the degree of their approximation to value, 





and consequently, of their reflection of the socially necessary production 
costes, Consequently, the process of planned pricing and of the measurement 
of the value of the means of production and consumer goods in money has no 
amall importaice in optimiging national economic proportions, But it also 
plays a definite role in establishing the volume of the circulation of 
money, which in turn has a feedback effect on the level of planned prices, 


Second, the circulation of money also iniluences the process of the planned 
formation of proportions between the two departments of sucial production 
in the sense that it is an important element for balancing the physical 
content and value form of the process of reproduction. If proper corre= 
spondence between the growth of the circulatior money and the growsh of 
the volume of production of consumer goods and .e.ail sales ia not ac .eved 
for one reason or another (nonfulfillment of assignments for the rise of 
labor productivity, a lag in activating capital construction projects, and 
so on), it ie obvious that the interests of balanced development of the na- 
tional economy, material stimulation of the rise of labor productivity and 
raising production efficiency require that the growth rates of Department 
Il be speeded up and brought closer to the rates of growth of the produc- 
tion of Department I. 


Stable circulation of money and stable (or rising) buying power of money 
are a mandatory prerequisite for balance between the physical content and 
value form of the process of reproduction and help to raise the efficiency 
of that process. It is well known that scientific-technical progress, con- 
stant application of new technology to production, and improvement of the 
technology of production processes are the principal condition for the 
steady rapid rise of labor productivity. But correct determination of the 
efficiency of new technology and, consequently, the possibility of its ap- 
plication to production depend on the amount of value represented in each 
monetary unit. When the purchasing power of the woney is high, each mone- 
tary unit expresses a large valve as a representative of the monetary com- 
modity--gold. In this case the monetary expression of the value of goods 
(means of production) turns out to be correspondingly lower, that is, 
prices are being set in conformity with plans at a depressed level. 


Obviously, when prices are low and the purchasing power of the money is 
high, tending to reduce the outlays of associations (enterprises) to ac- 
quire new technology, the limits of its apslication expand, since the sav- 
ing from its application considerably excecds the outlays of associations 
and enterprises to purchase the new and improved equipment. Here the asso- 
ciations (enterprises) which are the producers also gain, because low 
prices of means of production reflect a rise of labor productivity in their 
production and consequently a reduction of their cost. 


A different situation takes shape when prices of means of production rise. 
In this case the growing costs of associations (enterprises) to purchase 
new technology restrict the limits of its application, since the sa ing 
from application of the new equipment must exceed the higher outlays to 
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purchase it, If the higher prices of new technology reflect its higher 
useful benefit and the latter increases faster than prices are rising, then 
in this case the Limits on application of the new technology will not be 
narrowed, But the purchasing power of the money may drop in this case if 
the rise of prices of the means of production exceeds the size of the use= 
ful benefit attained, which has an effect on the efficiency of appiication 
of new technology and correspondingly on the rise of labor productivity in 
the national economy. 


The state of the circulation of money and its stability also tend to in- 
crease the output-capital ratio, which is the most important factor in the 
rise of the efficiency of social production. Since the output-capital ra- 
tio is the ratio of the gross social product to the value of fixed capital, 
it is ovvious that an unjustified rise of prices of means of production 
used as fixed productive capital will restrain the rise of the output-capi- 
tal ratio, since the value of the product produced will in this case be di- 
vided by a higher price of fixed productive capital. 


At the same time there may be an artificial growth of output at the enter- 
prise producing the implements of ‘abor (used as fixed productive capital) 
and a correspondingly unjustified rise in the output-<capital ratio, which 
will weaken incentives for raising it authentically and for saving on mate- 
rial costs in production. 


The reverse phenomenon may be caused by unjustified depression of prices of 
the instruments of labor, when the associations (enterprises) using the new 
technology lose interest in increasing the output-capital ratio, since at 
the low monetary expression of the value of their fixed productive capital 
these economic entities will have a high output-capital ratio without par- 
ticular effort even if the rise in the volume of output is negligible. As 
for associations (enterprises) producing new technology, a depression of 
the prices of the implements of labor may weaken their material motivation 
to produce these products and may result in a drop in the output-capital 
ratio. 


Depression of the wholesale prices of raw materials and supplies may ad- 
versely affect the rise of production efficiency to an equal degree. In 
this case the profitability of associations (enterprises) in the extractive 
industry (with their typical tendency toward a rise in production costs)* 
will in this case drop, stimulation of the growth of production will be 
weakened for those industries whose development determines technical prog- 
ress to a considerable extent. 





* In the 8 years which have passed since revision of wholesale prices in 
1967, the production cost of natural gas has doubled, that of petroleum has 
risen 41 percent, and that of iron ore and manganese ore (on the basis of 
metal content) has risen 24 percent and 22 percent, respectively (PLANOVOYE 
KHOZYAYSTVO, No 1, 1978, p 69). 
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The depressed prices will in turn hold back the process of reducing the ma- 
terials intensiveness of products in industries using raw materials and 
supplies (produced by the extractive industry), since when prices of raw 
materials and supplies are low it is "more advantageous" for associations 
(enterprises) to have hi,her materiale intensiveness of their products (to 
pay more for the additioual purchase of raw materiale and supplies) than to 
spend money to carry out measures to reduce the materiale intensiveness of 
their product, 


It is therefore obvious that increasing the purchasing power of money has a 
constructive effect on the rise of the efficiency of social production only 
if the price reduction it is based on truly reflects a rise in labor pro— 
ductivity and a reduction of production costes, i.e., has been brought about 
objectively and quantitatively expresses that objective necessity. Only 
under this condition does a drop in prices not only not detract from their 
role as an economic lever for raising the efficiency of social production, 
but on the contrary enhances that role. 


There are two ways in which the circulation of money tends to raise the 
quality of products produced as a factor in the efficiency of social pro- 
duction, 


First, through the system of prices used as a lever for material stimula- 
tion of the rise of product quality. It is most effective in this respect 
to combine a simultaneous rise of wholesale prices for the best p.oducts 
(superior quality) with a partial reduction of prices of obsolete products 
(low quality) which are not in demand, as envisaged by the decree of the 
CPSU Central Committee and USSR Council of Ministers dated 12 July 1979. 
In this case the volume of the circulation of money may not change (when 
there is mutual compensation of price increases and reductions) or may 
change negligibly, but the results of its impact (through growth or reduc- 
tion of the money income of associations and enterprises) toward improve- 
ment of product quality and consequently the rise of production efficiency 
increases immeasurably. 


Second, the rise of quality is also encouraged by planned regulation of the 
money supply and by ensuring its correlation to the volume and composition 
of stocks of commodities for sale on the market. The reason is that the 
process of selling goods under socialism ensures, as we know, “exchange of 
substances" between the departments of social production and the sectors of 
the economy, and at the same time performs the function of social recogni- 
tion (additional and final) of the expenditures of labor incurred by asso- 
ciations (enterprises) in production of the particular commodity. 


When there is a surplus of money in circulation (in noncash and money 
transactions), i.e., when there is an imbalance between effective demand 
and the supply of goods, social recognition (because of the shortage of 
commodities) may also go to those commodities whose quality does not jus- 
tify the social labor expended on them. Conversely, when the market is 
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saturated with various goods, as effeetive demand rises, higher demands are 
made concerning the quality of goods which enterprises manufacture, since 
the supply of goods is beginning to exceed effective demand. Were the re= 
lation of production to consumption takes on new features: the latter has 
4 vigorous impact on the former in the direction of a full-fledged rise in 
ites efficiency, but thie impact is effected through the circulation of 
money which takes place with the satisfaction of effective demand both of 
individuals and also of associations (enterprises), 


But here there is another aspect as well. As the market becomes more satu- 
rated with various goods of high quality, the movement of money speeds up-- 
it settles in the form of money saving only insofar as this is economically 
necessary and in accordance with the growth rates of personal money income. 
Thus most of the money in circulation is serving the circulation of commod- 
ities and is helping to intensify the circulation of commodities, since in 
this case commodities (consumer goods) are not held in the sphere of dis- 
tribution; they are constantly leaving it for the sphere of consumption and 
are constantly being replaced by new arrivale of stocks of commodities from 
associations (enterprises) in Department Il, But intensification of the 
distribution ephere stimulates intensification of the process of production 
of consumer goods, which in turn, by a chain reaction, provides the motive 
for intensification of the production process of associations (enterprises) 
in Department I and above all those of them which are producing means of 
production for Department II. 


We should note that the circulation of money and its stability tend to 
raise the efficiency of social production and the balance among its ele- 
ments primarily through the cost-accounting mechanism of the functioning of 
associations (enterprises). If the cost accounting and profitability of 
associations (enterprises) and a growth of their accumulation is an indis- 
pensable condition for the strength of the circulation of money in social- 
ist society, there is also the reverse relation: stable circulation of 
money based on stable or rising purchasing power of the money comprises the 
basis for true cost accounting, for ensuring the giowing profitability of 
associations (enterprises), and for the effective functioning of all eco- 
nomic levers. 


Moreover, it is not merely the size of the turnover of money which has de- 
cisive importance for intensification of social production under present 
conditions, but also its correlation to the needs of the developing economy 
and its correct and purposive promotion of the process of raising the effi- 
ciency of social production. This also presupposes a corresponding distri- 
bution of money turnover between noncash and cash transactions, and then 
the proper distribution within each of these spheres in accordance with the 
purpose for the planned use of the particular instrument. 


Strengthening the circulation of money by stabilizing and increasing the 


purchasing power of the ruble above all strengthens the effect of such an 
economic instrument as the wage in stimulating a rise in the efficiency of 
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social production, A rise in the purchasing power of the ruble, i.e., in- 
creasing the “commodity burden" for every ruble in circulation, signifies 
an intensification of the circulation of money and an increase in the rate 
of turnover of the money, which gives society a certain saving on distribu} 
tion costes, 


At the same time, increasing the real wage enhances ite role as an incen- 
tive in production=-in raising labor productivity, in economizing on mate~ 
rial costs, and in improving the quality of the goods produced, The possi- 
bility is thereby created for greater Linkage between the rise of wages and 
the final results of the activity of production associations (enterprises), 
which has great importance to the efficiency of their operation and to the 
rise of labor productivity, profitability and accumulation, 


When the purchasing power of money is stable, associations (enterprises) 
are motivated to earn greater profit as they achieve a real saving on so- 
cial labor and reduce production costs. Under such conditions a growth of 
profit can occur only if the increase of output or reduction of production 
cost exceeds the drop of prices of the product or the rise in the purchas- 
ing power of the money. In other words, the latter encourages high growth 
rates of labor productivity and a rise in production efficiency in associa- 
tions (enterprises). And conversely, when the purchasing power of the 
money drops because of rising prices, associations (enterprises) may obtain 
unjustifiably high pro t even when there have been no achievements whatso- 
ever in saving on expenditures of labor and in reducing production costs, 
which tends to detract from the principle of material motivation of associ- 
ations (enterprises) to increase the efficiency of their operation and to 
strengthen cost accounting. 


It is well known that planned economic development, just like the cost- 
accounting activity of associations (enterprises), is based on a system of 
long-term norms covering the production and distribution of the product 
created. These norms are operative not only in physical form (allowed ex- 
penditures of materials, supplies, fuels, and so on), but also in monetary 
form, which is typical of the synthetic norms (normative distribution of 
profit, determination of the wage fund, and so on). The decree of the CPSU 
Central Committee and USSR Council of Ministers dated 12 July 1979 calls 
for working out stable economic norms for the 5-year period, their broad 
introduction into the activity of production enterprises, associations and 
ministries, and the use of long-term norms in the distribution of profit, 
in the formation of cost-accounting funds and in the planning of wages. 


Thus effective performance by the norms of the role intended for them as 
one of the important tools for guaranteeing proportionality in the national 
economy and as an incentive for cost economies in production depend to no 
small degree on the stability of the circulation of money. If the purchas- 
ing power of the money is stable or rising, associations (enterprises) are 
really convinced that a saving on live and embodied labor in production 
will be reflected in a growth of profit and in their cost-accounting funds. 
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The same applies to the wage norm, whose real level depends on the level of 
wholesale prices, 


Nor is there any doubt about the influence of the circulation of money and 
of ite condition on the process of planned pricing and on the effectiveness 
of such 4a universal economic instrument as the price. But in spite of gen- 
eral recognition of the proposition that under socialism the price is the 
money expression of the value of a commodity, the problems of planned pric- 
ing are still not always studied in their interrelationship with the circu- 
lation of money and its influence on the process of pricing. 


It is obvious that in the context of a socialist economy it is not the cir- 
culation of money that determines the planned prices, but, the other way 
about, the level of the latter mainly determines the size of the circula- 
tion of money at a given volume of turnover of commodity and a given rate 
of turnover. But the very process of planned pricing cannot but take into 
account such a substantial factor as the circulation of money, since in the 
context of a socialist economy the circulation of money, as V. I. Lenin 
pointed out, verifies the state of balance among all the elements in the 
process of reproduction, and in that sense plays a vigorous role in repro- 
duction. 


Stability of the circulation of money is also an indispensable condition 
for effective ruble control by the bank over production and sale of commod- 
ities by associations (enterprises) and over their overfulfillment of plan- 
ning targets in this area and consequently assignments as well for the rise 
of labor productivity and for raising production efficiency. When the pur- 
chasing power of money rises, there is also an increase in the material 
coverage of credits extended by the bank, since in this case more material 
values are needed in associations (enterprises) to secure credits at one 
and the same amount of credit. This relative increase in the proportion of 
material security of credits extended by the bank above all signifies 
stronger and broader bank control by means of the ruble, and it also re- 
quires that associations (enterprises) increase their output and improve 
their product quality in accordance with the demands for material security 
of the credits obtained. 





Consequently, stability of the circulation of money and a rise in the pur- 
chasing power of money have great importance to strengthening the effec- 
tiveness of credit and to enhancing its role in reinforcing cost accounting 
and in stimulating a rise in the efficiency of social production and in- 
creased output of products needed by society. 


Thus the circulation of money has a comprehensive impact on the process of 
the intensification of social production and on raising its efficiency. 
But this impact may be constructive only if there is constant improvement 
in the credit, settlement and cash operations of all units in the banking 
system--in the direction of a comprehensive strengthening of the circula- 
tion of money and of increasing its stability. 


COPYRIGHT: "Den'gi i kredit,” 1980 


70465 
cso: 1820 
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INVESTMENT, PRICES, BUDGET AND FINANCE 


METHODOLOGY FOR DETERMINING EFFECTIVENESS OF CAPITAL INVESTMENTS 
Moscow EKONOMICHESKAYA GAZETA in Russian No 2, Jan 81 pp 11-14 


[Unattributed official instructions on the procedure for determining the economic 
effectiveness of capital investments) 


[Text] In accord with the Decree of the CPSU Central Committee and the USSR Council 
of Ministers "On Improving Planning and Strengthening the Effect of the Economic 
Mechanism on Improving Production Efficiency and Work Quality" of 12 July 1979, 

No 695, the USSR Gosplan and the USSR Gosstroy have approved the temporary, new 
Standard Procedure for Determining the Effectiveness of Capital Investments. This 
has been prepared by the Scientific Council on the Economic Effectiveness of Fixed 
Capital, Capital Investments and New Equipment of the USSR Academy of Sciences with 
the participation of the USSR Stroybank. 


Upon the numerous requests of our readers, this temporary provision is being pub- 
lished in issues Nos 2 and 3 of our weekly. 


I. General Provisions 


l. The task of the current Standard Procedure is to establish the methods for cal- 
culating and setting the economic effectiveness of capital investments for the pur- 
poses of improving planning and strengthening the effect of the economic mechanism 
on raising the efficiency of social production and work quality, as well as for dis- 
closing reserves for the intensification of production. The designated methods and 
indicators are to be applied in working out the capital construction plans and in 
analyzing their fulfillment, in the designing of construction, in working out and 
setting measures related to the development of the reconstruction and improvement 

of production at current enterprises, in assessing the effectiveness of expendi- 
tures into non-production end projects as well as into conservation measures. 


The Standard Procedure is designed for obligatory use by the planning bodies, the 
ministries, departments, associations and enterprises, and by the scientific re- 
search and design organizations in establishing plans and designs. 


The calculations of the economic effectiveness of capital investments should be made 
in all stages of elaborating the five-year and annual economic and social develop- 
ment plans, as well as for the basic directions of economic and social development 
for 10-15 years and the longer run. They should be carried out in working out the 
comprehensive programs for scientific and technical progress, the specific 
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comprehensive acientific and technical programs, and individual technical and eco- 
nomic problema relating to the development and placement of the national economic 
sectors, On the basis of the Standard Procedure, the ministries and departments, 
with the approval of the USSR Gosplan, are to work out the sectorial inatructions 
which consider the particular features of the calculations of capital investment 
effectiveness in the national sectors and subsectors, as well as instructions to 
set capital investment effectiveness in locating production, in building projects 
in sectors of the nonproduction sphere, in assessing environmental conservation 
measures, and in solving other national economic problems. 


2. In the calculations of the economic effectiveness of capital investments and in 
setting the advisability of making them, a national economic approach is essential. 
A capital investment project can be included in the state plan if it is shown that 
it is effective not only within the given sector and subsector, but is also capable 
of increasing the efficiency of the entire national economy. In this regard, capi- 
tal investment effectivness should be defined both in that national economic unit 
within which the investments are to be made, as well as in the adjacent (related) 
production sectors and for the consumers. 


3. The determining of capital investment effectiveness in planning is aimed at the 
selection and economic setting of the most effective capital investment areas, that 
is, the best variation for the development of the national economic complexes, the 
national economic sectors, the sectors and subsectors of industry, agriculture and 
transportation, as well as the individual republics and regions, considering the 
solution to socioeconomic problems within the given planning period and over the 
long run, determining the influence of the chosen capital investment variation on 
the effectiveness of social production, as well as an assessment of the results of 
carrying out capital construction plans. 


4. Determining capital investment effectiveness in designing is aimed, in addition 

to what has been indicated in Point 3, at the selection and economic setting of the 

best versions for the construction of new enterprises and installations, the expan- 

sion and reconstruction of existing ones, their complexes, new production processes, 
equipment, machines, materials and other types of equipment which provide technical 

progress in the national economy, and in addition, the calculation of the effective- 
ness of the versions to be applied for consideration in compiling capital construc- 

tion plans and in assessing their fulfillment. 


5. In determining the economic effectiveness of capital investments related to 
carrying out the long-range tasks of national economic development, to the intro- 
duction of major scientific discoveries and inventions and new types of equipment, 
to the putting of new major amounts of natural resources into production, and to the 
development of new economic regions and complexes, the assessment and setting of the 
economic effectiveness of capital investments should be carried out considering the 
prospects for the full completion of the construction programs, changes in equip- 
ment, in the location of raw material sources, production and consumption areas, 
considering possible changes in prices and the effectiveness norms. 


6. Capital investment effectiveness is determined by comparing the effect from 
making the investments with the amount of the investments. The increase in national 
income caused by the investments is the overall national economic effect of the 
capital investments. Correspondingly for the sectors and subsectors of the national 
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economy, the effect is the increase in net product, and for the ministries, depart- 
ments, associations and enterprises, the increase in net product (normed), 


The criterion for national economic effectiveness of capital investments fo the 
nation as a whole is the ratio of the increase in national income (in comparable 
prices) to the capital investments which caused this increase, and ou the other 
levels of management, the ratio of the increase in net product or normed net prod- 
uct to this same amount. 


On the cost accounting level of management and particularly in utilizing internal 
funds or bank credit for construction, the increase in profit is viewed as the 
effect from the capital investments. Correspondingly, the cost accounting effec- 
tiveness is assessed by its ratio to the amount of capital investments. 


7. In planning and designing, the overall (absolute) economic effectiveness is 
determined as the ratio of the effect to the capital investments into the given 
measure, and to the comparative effectiveness as the ratio of the savings of current 


expenditures to the inverse difference of capital investments according to the dif- 
ferent versions. 


In determining absolute effectiveness, one examines the overall amount of the ef- 
fect (the increase in national income, net product or net product (normed)), and on 
the cost accounting level of management, the increase of profit and its ratio to 
the capital investments into fixed and working capital or into raising the techni- 
cal level of capital. In determining the comparative effectiveness, one examines 
the ratio between the difference of current expenditures and the difference of the 
capital investments according to the different versions. The calculations of the 
overall and comparative capital investment effectiveness complement one another. 


8. In the volumes of capital investments used for calculating effectiveness, con- 
sideration is given to the expenditures for all financing sources for the creation 
of new productive and nonproductive fixed capital as well as for the reconstruction 
and expansion of existing fixed capital. The capital investments include expendi- 
tures on construction-installation work, the purchasing of equipment, means of 
transport and supplies, as well as on design and research work and other types of 
preparatory jobs related to the construction, the results of which may not be em- 
bodied in fixed capital (for example, expenditures on the special training of oper- 
ational personnel for the enterprises being developed, and so forth). 


The expenditures on the formation (supplementing) of working capital must also be 
added to the capital investments into fixed productive capital, or the reduction 
in the amount of working capital considered. 


9. In determining capital investment effectiveness, consideration is given to the 
related capital investments for those expenditure elements for which there is a 


—— — — — — — — 


‘Since a portion of the effect can be caused by measures not related to the capital 
investments (for example, organizational ones) or by a change in prices, this if 
possible should be considered in the calculations. 
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significant increase of investments into the related sectors (in the absence of 
major capacity reserves here)’ including: 


a) The development of capacity for local construction facilities; 





b) Into the development of the power and raw material sources, into water supply; 


c) For compensating for the losses caused by construction (for example, due to 
the inundating of land); 


d) To protect the environment. 


With new construction or a significant expansion of existing production, in addi- 
tion to the direct and related productive capital investments, consideration should 
be given in determining both the overall and comparative effectiveness to the fol- 
lowing: 


e) Capital investments into the construction of housing, utility, cultural-service 
and other facilities essential for supporting and retaining the attracted labor 
force; 


f) Expenditures on relocating the workers and their families; 
g) Expenditures on the training of construction and operational personnel; 


h) Capital investments into transport construction as well as current expenditures 
needed for the delivery of raw products and the transporting out of finished prod- 
ucts and for handling passenger traffic. 


The calculation of all these expenditures is carried out on the basis of the cur- 
rent standards for proportional capital investments and working capital accepted in 
the corresponding sectors, and in the absence of such standards, according to other 
consolidated indicators. 





10. In analyzing capital investment effectiveness, it is essential to consider the 
average time gap (lag) between the making of the capital investments and the ob- 
taining of the effect; as a whole for the national economy this is 2-3 years. 


The procedure for determining the lag and using it in the calculations is set in the 
sectorial instructions on the basis of data on the duration of construction and the 
allocation of capital investments over the years of building the enterprises and 
projects, the reaching of designed capacity, and other technical and economic in- 
dicators for the enterprises and projects. In calculating capital investment effec- 
tiveness over the long run, it is essential to consider the probability nature of 
the investment process (see Points 33, 68). 


— — 





“In the event of adding the direct and related capital investments, the product or 
the work of the related sectors is included in the cost calculation. 
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ll. In calculating the effectiveness indicators, one should ensure the fullest 
possible comparability of the effect and the capital investments. In calculating 
the capital investments, costs, operating expenditures, net product, as well as the 
additional indicators, one applies the prices, rates, wage scales and other price~ 
forming standards in effect at the moment of carrying out the calculations. For 

the calculations and feasibility studies in the llth Five-Year Plan, prices are to 
be employed using the price lists to be put into effect in 1982. For converting to 
the fixed estimate prices to current prices, it is permissible to apply coefficients 
for the expenditure elements or the indices for the estimated cost of construction- 
installation work and the cost of equipment for the project as a whole. 


To the effect from the capital investments into the given project, it is also pos- 
sible to add the effect which could be obtained from the incorporation of this 
project into the integrated economic development of the Union republic, the economic 
region, or into a territorial-production complex or industrial center. 


For the extracting sectors of industry as well as for other sectors with a substan- 
tial annual withdrawal of existing fixed capital and capacity, for analytical pur- 

poses indicators are calculated for capital investment effectiveness minus the in- 

vestments going to compensate for the planned withdrawal of the capacity and capi- 

tal. 


12. For the purposes of the thorough study and analysis of the economic effective- 
ness of capital investments and for disclosing the specific reserves for increasing 
their effectiveness, in decision taking use is also made of the indicators which 
describe individual aspects of the effect to be obtained, such as: labor produc- 
tivity, the return on investment, proportional capital investments, the saving of 
material expenditures (with the isolating of the savings of metal, fuel and energy), 
and product costs. In addition, consideration is given to the improvement in the 
structure and organization of production, the introduction of the achievements of 
scientific and technical progress, shifts in the location of capital construction 
projects, the accelerated time for reaching the planned indicators for completed 
capacity at new and reconstructed enterprises, as well as other aspects of the ef- 
fect of the capital investments on improving construction, and on the economic and 
social development of the sectors, the regions and the nation as a whole. 


II. Overall (Absolute) Economic Effectiveness of Capital Investments 


13. Determining the overall (absolute) economic effectiveness of capital invest- 
ments is carried out in all stages of planning for the entire national economy, for 
the economy of the Union republics, for the national economic sectors, for the 
sectors of industry, agriculture, transport and construction, for the ministries, 
departments, economic associations and individual enterprises, in designing indi- 
vidual construction projects and facilities, in working out individual socioeconomic 
problems of developing the national economy and its sectors, as well as in assessing 
the results of carrying out the capital construction plans and other measures. 


The calculations of absolute capital investment effectiveness provide an opportunity 
to obtain the overall amounts of the economic effect, and are employed in clarifying 
the amounts of national income for the purposes of establishing the possible 
national economic development rates and increasing the prosperity of the people, as 
well as in planning the volume of normed net product for the sectors, subsectors, 
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associations and enterprises, and in determining the results of the cost accounting 
activities of the enterprises, associations and individual ministries. 


14. The indicators obtained as a result of the calculations for the overall (abso- 
lute) economic effectiveness of capital investments are compared with the standards 
and with the analogous indicators for the preceding period, as well as with the in- 
dicators for production efficiency at the leading associations and enterprises of 
the corresponding sectors. The capital investments are considered economically 
effective if the indicators obtained for them for overall effectiveness are not be- 
low the standards and the report indicators for the preceding period, Here the eco- 
nomic effectiveness of capital investments at existing associations and enterprises 
should not be lower than the level which would provide for paying the capital pay- 
ment, interest on bank credit, rent and other fixed payments, for forming the de- 
velopment and incentive funds of the associations and enterprises, as well as for 
paying the established profit deductions to the budget. 


The norm for the overall (absolute) effectiveness is: a) for the national economy, 
its sectors and subsectors, as well as for the Union republics and regions of the 
nation--the ratio of the effect in the form of the increase in national income or 
the rise in net (and normed net) product to the capital investments and which should 
be achieved in the planned period; b) for the self-financing associations, enter- 
prises, their parts and individual capital construction projects, where normed net 
product is not calculated--the ratio of profit or the savings in costs to the capi- 
tal investments into these projects. 


The norms of overall (absolute) capital investment effectiveness are set by the 
USSR Gosplan in accord with the five-year planning system established by the Decree 
of the CPSU Central Committee and the USSR Council of Ministers of 12 July 1979, 

No 695, as well as for the long-range plans for 10-20 years, as follows: a) for 
the national economy as a whole, and b) differentiated for the individual sectors 
(subsectors) as well as for the allocations of capital investments (new equipment, 
environmental conservation, and so forth) in the sectorial and specialized instruc- 
tions. 


Of particular significance are the effectiveness norms set for a five-year plan as 
the chief form of planning and the basis for the entire system of economic manage- 
ment. The overall effectiveness norm is set on a level which ensures the increase 
set for the given planning period for national income (net product) of the national 
economy and its sectors, as well as for the net product (normed) of the subsectors, 
associations and enterprises. The norms of the overall (absolute) effectiveness for 
the sectors, subsectors, associations and enterprises should be set on the basis of 
the effectiveness indicators of the leading enterprises considering the prospects 
for introducing the achievements of scientific and technical progress into produc- 
tion, but, as a rule, on a level not lower than what was actually achieved for the 
preceding report period. For the llth Five-Year Plan, the norm of overall (abso- 
lute) effectiveness for the national economy as a whole has been set on the level of 
what was actually achieved in the Tenth Five-Year Plan, that is, Eg = 0.14. For the 
national economic sectors, the norms of overall (absolute) effectiveness are set on 
che following levels: for industry Eg; = 0.16; for agriculture E,,, = 0.07; for 
transport and communications Egtc = 0.05; for construction E,, = 0.92; for trade, 
procurement, material-technical supply and other sectors Eatpm * 0.25. 
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The norms for overall (absolute) effectiveness should be revised and this should be 
timed to the periods of compiling the five-year plans. Over the long run their 
amount should rise in keeping with the growth of labor productivity, technical 
progress, and the decline in the material and labor intensiveness of products, 


In calculations over the long run of 10-20 years, norms for overall effectiveness 
should be applied as set for these purposes by the USSR Gosplan. 


15. The planned effectiveness norms for use in examining and establishing capital 
investment effectiveness for production complexes, construction programs, and indi- 
vidual technical and economic problems of national economic development should be 
calculated as average weighted amounts in accord with the sectorial composition of 
these complexes, programs and technical-economic problems on the basis of the corres- 
ponding sectorial planning norms. A change in the sectorial planning norms for use 
in calculating capital investment effectiveness in construction with an extended 
construction time is made considering the forecasted prices for the products which 
are to be produced under these construction programs with the approval of the USSR 
Gosp lan. 


16. In calculating the overall (absolute) economic effectiveness of capital in- 
vestments, the following indicators are to be employed as obtained from planning, 
design and report data: 


a) For the national economy as a whole, its sectors and for the Union republic 
economy Zne, that is, the ratio of the annual increase in the volume of produced 
national income (net product) in comparable prices (AD) to the production capital 
investments which have caused this increase (K) 


Zne ae 3. (0) 


The value of Zne should be compared with the norm of the overall (absolute) effec- 
tiveness E, and if Zype> Eg, then the designated capital investments are recognized 
as effective. 


b) For the sectors of industry, agriculture, transportation, communications, con- 
struction and trade, for the comprehensive capital construction programs, and for 
the individual technical and economic problems Zpp--the ratio of the increase in 
the annual volume of net product to the capital investments which have caused this 
increase 


ANP 
— ⸗ (2) 


where: ANP--the increase in net product. 
The amount of Zpp should be compared with the sectorial norm of overall (absolute) 


effectiveness Epp, and if Zpp > Epp, then the designated capital investments are 
judged effective. 


c) For the subsectors, types of production, ministries (departments), the economic 
associations and enterprises, as well as for the comprehensive material production 














development programs, the ratio of the incrcase in the annual volume of net product 
(normed) to the capital investments which have caused this increase, that is, 


ANP 
Znp(n) * — 8, (3) 


where: ANP(,)--increase in net product (normed), 


The amount of Zyy(,) should be compared with the corresponding norm of the overall 


(absolute) effectiveness ae ( )» and if Znp (n) > Enp(n)» then the designated capitel 
investments are considered e fective. 


d) For the self-financing subsectors, associations and enterprises, particularly 
in utilizing internal funds and bank credits, as the effectiveness indicator one 
uses the capital investment profitability defined as the ratio of the increase in 
annual profits to the capital investments causing this inc ease 


Zp = XK (4) 
where: AP--the increase in profit caused by the capital investments. 


The amount of Zp should be compared with the corresponding norm of overall (abso- 
lute) effectiveness (profitability) Ep, and if Zp)» Ep, then the designated capital 
investments are considered effective. 


e) For newly constructed enterprises, shops, other projects and individual meas- 
ures, the profitability indicator is also defined as the ratio of profit to the 
capital investments, and calculated from the expression 





Zpp = — (5) 


where: K--the estimated cost of the project under construction (capital expendi- 
tures for carrying out the measure); 
P--the annual product output (according to the plan) in enterprise wholesale 
prices (minus the turnover tax); 
C--the cost of the annual product output. 


The obtained amount Z is compared with the profitability norm E,,, and if 2 > Ep . 
PP PP PP P 
then the designated capital investments are effective. 


f) For the sectors and enterprises where an indicator for the reduction in costs 
and also calculated prices are used, as well as for the planned loss enterprises, 
the indicator of the overall (absolute) economic effectiveness is characterized by 
the ratio of the savings from the reduction in product costs to the capital invest- 
ments which cause this savings 


C\-C2 
Ze = K ’ (6) 
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where: C, and C.-=product costs, respectively, before and after carrying out the 
capital investments, 


The value of Z. is compared with the corresponding sectorial norm E,, and if der kh, 
the designated capital investments are judged effective. 


g) For long-range comprehensive programe, it is recommended that the effect ob- 
tained as 4 result of carrying out the programe be set in a running total, with 
the stipulating of the period during which the total effect compares with or ex- 
ceeds the total capital investments. For programe carried out using credits or 
the internal funds of an enterprise, association or sector, the volume of profit 
obtained over an analogous period is also assessed in a running total. The period 


set in this manner is considered the conditional period of the repayment of capital 
investments 


1 
) Pe = K (7) 
tl 


where: T-==the capital investmenc repayment period; 
Pye-=the volume of profit obtained in year t; 
K--capital investments. 


17. Consideration of the time factor in setting the overall (absolute) capital in- 
vestment effectiveness, in addition to calculating the lag, also consists in calcu- 
lating the losses from the freezing of nonfunctioning capital investments over the 


(entire) period of construction and starting up using the corresponding sectorial 
norm for overall effectiveness 


t 
Yer * ) Esp (Kang * Keri-1 - Kei), (8) 


where Yre---the total losses from the freezing of investments; 
Kani~~capital investments of year i (in a running total); 
Kery.j)~~losses from the freezing of nonfunctioning capital investments in pre- 
vious year; 
Key--capital investments functioning in year i (that is, providing an effec- 
tiveness on the level of the sectorial planned norm); 
t--the total time from the beginning of construction until the reaching of 
designed economic indicators; 


Egp--the sectorial planned norm for the overall effectiveness (for net prod- 
uct of profit). 


If losses are considered from the freezing of capital investments only for the 
above-norm construction period, then 


‘fr * Kt on atten , kten 1 Ear (ten-1) * Rt og 2a (ten-2) +...*KEnr» (9) 


where: Ke, Ke 1, Ke. 9--capital investments of each year after the completion of 
- _ the normed construction time; 
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Fagrethe construction time above the normed; 
R--capital investments of the last year of construction; 
Eger =the norm for adjusting expenditures of different times (see Point 25), 


The calculation of losses from the freezing of investments is used only in deter- 
mining the overall (absolute) economic effectiveness of the capital investmerts, 
and cannot serve as 4 basis for a change in the estimated construction cost, 


18. In determining the overall (absolute) capital investment effectiveness, an 
analysis ia made of the factore which influence a rise or decline in effectiveness, 


Among such factors are: 


a) The change in the labor intensiveness of the product providing an opportunity to 
free manpower as a result of the capital investments or requiring the addition of a 
labor force considering expenditures on the creation of the entire necessary social 
infrastructure such as housing, cultural and service facilities, and eo forth, ex- 
penditures on training personnel, as well as considering the changes in working 
conditions; 


b) The change in the material intensiveness of the product which frees additional 
resources of the means of production in the national economy or increases the ex- 
penditure of these resources; 


c) The change in the capital intensiveness of the product which saves capital in- 
vestments or causes their overexpenditure; 


d) The change in quality (durability, reliability, and so forth) of a product 
leading to a change in the capital and current expenditures on satisfying the de- 
mand for this product; 


e) The shortening of the construction time and the reduction in the estimated cost 
of construction. 


19, The indicators for the overall (absolute) economic effectiveness for the use 
of existing fixed productive capital are determined as follows: 


a) For the national economy as a whole, its sectors and the Union republic economy, 
as the ratio of the annual volume of national income (net product) to the total of 
the average annual productive capital (fixed and working) 


Ze * = (10) 


b) For the sectors (subsectors) of industry, agriculture, transportation, and con- 
struction, for the associations, enterprises and projects, as the ratio of the net 
product (normed) to the total productive capital (fixed and working) according to 
the expression 


ie * *. (11) 
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where: VFe=the average annual value of the fixed productive capital and normed work- 
ing assets, 


Profitabilicy ie defined as the ratio of profit to the same total capital: 


Moreover, the return on investment is determined for the product output in physical 
unite in terms of gross and commodity product and for the other production results 
reflecting the particular features of the use of productive capital in the individu- 
al sectors. 


In all inetances, the indicators for the return on investment should be supplemented 
by calculatione for the ‘ange in costes for a full description of the effective use 
of the fixed capital. 


lil. Comparative Economic Effectiveness of Capital Investments 


20. The calculations of the comparative economic effectiveness of capital invest- 

ments are employed in comparing variations of economic and technical decisions, in 

locating enterprises and their complexes, in selecting interchangeable products, in 
introducing new types of equipment, in building new enterprises and reconstructing 

existing ones, and so forth. 


21. The minimum adjusted (["privedennyy"] expenditure is an indicator for the best 
variation determined on the basis of the comparative economic effectiveness of cap- 
ital investments. 


The adjusted expenditures for each variation represent the total current expendi- 
tures (costs) and the capital investments adjusted for a uniform base in accord 
with the effectiveness norm. 
Cy +E_ky + minimum, (13) 
where: Ky--capital investments for each variation; 
Cy=--current expenditures (costs) for the same variation; 
E,--the normed coefficient for comparative effectiveness of capital in- 
vestments. 
The adjusted expenditures can also be calculated from the following fomula: 
Ky +T, Cy + minimum, (14) 


where: T,--the normed period for the repayment of additional capital expenditures 
from savings in costs, the amount inverse to E,. 


With a limited number of variations, it is possible to have their sequential coupled 
comparison using the following formulas: 
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EE —J Tt. —— (15) 


where: E--coefficient of comparative effectiveness; 
T==the repayment time for additional capital investments by the savings in 
cost; 
K,, Ky=-capital investments for the compared variations; 
C,, ©,--coste for the compared variations, 


If E> Ey or T<T,, then the additional capital investments, and consequently, the 
more capital<intensive variation, are effective. 


The indicators K, and C, can be employed both in the full amount of the capital in- 
vestments and costs of the annual product, as well as in the form of proportional 
amounts: the proportional capital investments per unit of product and the cost of 
a unit of product, with the obligatory observance of the full comparability of the 
variations, and this is based upon the equality of the consumer effect. 


All the compared variations for capital investments should be adjusted in a compar- 
able form for all features (for the volume of product, its composition, quality, 
manufacturing times, as well as for the social effects, including environmental 
conservation), in addition to the feature the effectiveness of which is being de- 
termined. The comparability of the variations can be achieved on the basis of the 
calculations and expenditures for creating “supplementary” capacity and other cal- 
culations the procedure for which is determined by the sectorial instructions, as 
well as by the instructions for the effectiveness of individual uses of capital in- 
vestments. 


22. The normed coefficient of comparative effectiveness for the national economy 
as a whole is to be kept during the Lith Five-Year Plan on a level not lower than 
0.12. This norm designates the minimum reduction in cost per unit of additional 
capital investments (that is, their difference according to the variations) whereby 
these additional capital investments can be judged effective. The designated norm 
is designed to correlate only incremental values, and should not be identified with 
the overall effectiveness norm and also cannot be used for the interchangeability 
of the full amounts of one-shot and current expenditures. When necessary, out of 
considerations of encouraging technical progress, in considering the different wage 
levels (zonal and sectorial), the differences in price levels, the length of con- 
struction programs and regional differences, for individual regions and sectors de- 
viations are permitted from the normed effectiveness coefficient set for the entire 
national economy, and these are determined by the sectorial instructions and ap- 
proved by the USSR Gosplan. 


The deviations in the normed coefficient of comparative effectiveness should be 
such that it is not lower than 0.08-0.10 and not exceed 0.20-0.25. The norm of 
comparative economic eftectiveness is subject to revision, and this should be timed 
with the periods of drawing up the five-year plans. In keeping with the absolute 
growth of accumulation, the amount of the comparative effectiveness norms can be 
reduced, since with an increase in accumulation there is a rise in the capital in- 
vestment fund, and a broader range of projects can be carried out, including the 
more capital intensive variations of equipment. 
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23. In determining comparative economic effectiveness, as the initial indicators 
one should employ those of the best existing solutions to the given economic prob- 
lem, and in introducing new equipment, the indicators for the best domestic and 
foreign equipment which has been introduced or is being worked out in designs. The 
indicators for the designated capital investment variations are compared with analo= 
gous indicators of the base projects and with the economic effectiveness indicators 
achieved in previous periods, 


In determining the amount of the economic effect obtained from introducing the 
measure, under specific conditions, the initial indicators for comparison are those 
of the most widely found methods for solving the given problem, and in introducing 
new equipment, the indicatore of the equipment being replaced. 


24. In calculating the economic effectiveness of capital investments, comparability 
should be observed between the expenditures and the effect in the compared varia- 
tions for the following: 


a) For the range of enterprises and sectors of production; 
b) For the time of the expenditures and the obtaining of an effect; 
c) For the prices used in expressing the expenditures and the effect; 


d) For the nature of the expenditures and the effect from the viewpoint of simple 
and expanded reproduction; 


e) For the range of expenditures included in the volume of capital investments; 


f) For the methods of calculating the value indicators used for figuring effective- 
ness, and for other factors. 


25. In comparing the capital investment variations, if they differ in terms of the 

length of construction, the allocation of capital investments over the construction 

periods, or the possibility of building in stages without detriment to carrying out 

the production quotas, a calculation is run for the influence of the varying time of 
the capital investments on the effectiveness of the investment variations. 


If for the compared variations the capital investments are to be made at different 
times, and the current expenditures change over time, then the variations must be 
compared by adjusting the expenditures of the later years to the current moment by 
employing an adjustment factor figured from the expression: 


> l 
B ttn’ (16) 


where: B--adjustment factor; 
t--period of adjustment time, in years; 
Enr--norm for adjusting expenditures of different times. 


Under the conditions of the current procedure for calculating the amortization of 


fixed capital, the norm for adjusting expenditures of different times is to be kept 
at a level of 0.08. 
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The adjustment of expenditures of different times ia used only in calculating the 
economic effectiveness of the variations, and cannot serve as justification for 
changing the estimated cost of construction, 


26. In comparing variations which differ in terma of the length of construction, 
their comparability can be ensured either by an estimate using the adjustment fac- 
tor, the losses from the freezing of investments (in completing the project in the 
same year for all the variations), or by considering the one-shot real effect in 

the form of additional net product or profit obtained with the more rapid completion 
of the project, considering the effects of the related sectors from utilizing the 
product obtained early. 


27. The economic effectiveness of the capital investment variations, considering 
the regional differences, is determined by comparing the indicators of the adjusted 
expenditures and considering the related capital investments into transport and 
transport expenses in delivering the product to the consumption areas. 


28. In comparing the technical and economic indicators of plans being worked out 
for enterprises and new equipment with the economic indicators of existing produc- 
tion, it is essential to correct the latter considering the change in them due to 
the planned better utilization of the existing productive capital by the time the 
plans are carried out. 


29. In those instances when the designated variation involves an economic complex, 
its effectiveness is determined by a comparison with the alternatives which in iso- 
lation solve in the corresponding national economic sectors the same problems which 
are being solved with the variation of a complex. In the interests of economic ac- 
countability, the expenditures on the measures relating to the complex can be dis- 
tributed between the individual sectors, associations and enterprises involved in 
the complex. The distribution is made by assigning each participant in the complex 
a share of the expenditures determined proportionately to the economic effect to be 
received by it from the integrated carrying out of the project or measure. 


3%. In sectors where production is based on the direct use of natural resources, 
includingthe extractive sectors, in the calculations of comparative effectiveness, 
it is possible to use the marginal (maximum acceptable) expenditures in assessing 
the new equipment as approved as a norm for a regular five-year plan in the estab- 
lished procedure. 


3L. In introducing new equipment which alters the quality and operating properties 
of the products to be produced, consideration should be given to changes in expendi- 
tures and the effect both in the production sphere as well as in the sphere of the 
use of the equipment. The economic effectiveness of capital investments with an 
improvement in the properties and qualities of the raw products and materials and 
with the creation of new types of them, is determined considering the capital in- 
vestments and current expenditures in the production, transportation and use 

raw products and materials. The calculation should be made for the planned annual 
volume of the consumption of the materials. 


32. The economic effect from the capital investments into the creation of new types 


of equipment, machinery, mechanisms and other implements of production and the im- 
proving of existing ones, in addition to the effect determined for the enterprise, 
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4ssociation or sector (subsector) producing the new equipment, is also realized at 
the places of their use (operation). The amount of this portion of the economic 
effect is determined by correlating the capital investments of the consumer on the 
acquisition of the designated equipment with the reduction in the cost of the prod- 
uct or the work carried out with the given equipment. Here consideration is also 
given to the changes in the labor, material and capital intensiveness of the prod- 
uct, the construction time and other factors. The complete amount of the effect 
represents the algebraic total of the effects of the producer and the consumer of 
the new equipment. In calculating the effectiveness, total expenditures of the 
producer and consumer are compared with this. 


33. In comparing the variations, all the initial information on the expenditures 
and results for all the variations should be known with sufficient certainty. How- 
ever, in individual instances and in the sectors (for example, agriculture), and 
particularly in long-range planning and forecasting and in the sphere of scientific 
research and experimental designing, a significant portion of the initial informa- 
tion is of a probable nature. In these instances, the minimum mathematical expec- 
tation of the values of the adjusted expenditures can be used as the effectiveness 
criterion, 


IV. Particular Features of Determining the Effectiveness of Individual Uses of 
Capital Investments 


A. Determining the Economic Effectiveness of Capital Investments into the 
Expansion, Reconstruction and Technical Reequipping of Operating 
Enterprises’ 


34, Proceeding from the task of planning current production and new construction as 
a single whole and from the provisions of the Decree of the CPSU Central Committee 
and USSR Council of Ministers of 12 July 1979, No 695, on sharply reducing the num- 
ber of newly started construction projects, the effectiveness calculations for new 
construction should be made in an obligatory comparison with the effectiveness of 
the expansion, reconstruction and technical reequipping of existing enterprises. 

The effectiveness of expanding an existing enterprise carried out by creating new 
work areas basically on the former technical level should also be compared with the 
effectiveness of both new construction as well as with the effectiveness of recon- 
struction and technical reequipping of these enterprise. In these comparisons it is 
essential to consider the entire volume of capital investments, both production and 
nonproduction. Here it is essential to consider the expenditures (savings) related 
to the additional hiring of labor resources. The effects from the additional prod- 
uct volumes obtained as a result of the more rapid opening up of new capacity intro- 
duced at the expanded or reconstructed enterprises, in comparison with newly con- 
structed ones, as well as the effect from releasing the workers as a result of re- 
construction and technical reequipping, with the availability of information on use 
in other types of production, proceeding from the average volume of net product per 


— at —— — — 





For more detail see "Metodicheskiye Rekomendatsii po Opredeleniyu Ekonomicheskoy 
Effektivnosti Kapital'nykh Vlozheniy v Deystvuyushcheye Proizvodstvo" [Procedural 
Recommendations on Determining Economic Effectiveness of Capital Investments in 
Current Production], Sverdlovsk, 1980. 
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employee in material production, should be considered in determining the overall 
amount of the effect from capital investments into reconstruction. 


35. In caleulating the economic effectiveness of work relating to the expansion, 
reconstruction and technical reequipping, it is essential to consider the social 
consequences of this such as the improving and easing of working conditions and 
environmental conservation. In instances when the achieving of social results is 
the basic purpose of reconstruction or technical reequipping, the solut .on to the 
question of the effectiveness of such work goes beyond the determining of che eco- 
nomic effectiveness of capital investments and should be carried out on a broader 
socioeconomic level. 


3%. The comparative economic effectiveness of capital investments for carrying out 
the expansion, reconstruction and technical reequipping of existing enterprises is 

determined by comparing the indicators for the variations of this work with the in- 
dicators of existing production as well as with the variations of new construction. 
Here it is essential to consider the losses in net product (normed) and profit, as 

well as the increase in curront expenditures during the period of carrying out this 
work. 


37. On the basis of the calculations of comparative effectiveness, the variation 
for one or another type of work is selected. In instances when reconstruction is 
carried out for the purpose of raising the technical level or reducing current pro- 
duction outlays, in maintaining the base volume of produced product, the effective- 
ness is assessed by comparing the savings from the reduction in costs with the capi- 
tal investments which have caused it. 


38. The effectiveness of work in the area of expansion, reconstruction and techni- 
cal reequipping aimed at increasing capacity and raising product output is assessed 
by making a comparison with the following: 


a) With the indicators of the designs of a new enterprise the product output of 
which equals the increase in the output as a result of this work; 


b) With the indicators of an operating enterprise, if the comparison with the plans 
for building a new enterprise is impossible. In this instance, the effect of the 
capital investments is the savings from the reduction in product cost. 


39. Lf expansion, reconstruction and technical reequipping are aimed at expanding 
the assortment and increasing product quality, a distinction must be made for: 


a) The improvement in product quality; 


b) The organizing of the output of new product types with the same consumer purpose 
as was previously produced. 


The economic result in the first instance is not only the effect for the consumer, 
but also the growth of gross product with a relatively smaller increase in the cur- 
rent production outlays, and this causes not only an increase in profit but also a 
rise in production profitability. In calculating economic effectiveness for the 
second instance, the obtained economic indicators (capital investments and current 
expenditures) should be compared with the analogous indicators for the construction 
of a new enterprise. 
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40, The comparative economic effectiveness of the capital investment variations at 
existing enterprises which are to be made from money of the production development 
fund and bank credits for carrying out the measures of introducing new equipment, 
mechanization, automation and modernization of equipment, the replacement of fixed 
capital, the acquisition of means of transport, the improving of the organization 
of production and labor, and other measures, is determined by calculations for the 
increase in net product (normed), the increase in profit, or the decline in costs 
in comparison with the capital investments, 


41. In the instance of carrying out work in the extracting industrial sectors aimed 
at the side recovery of valuable components from the mineral being mined, the as- 
sessment of capital investment effectiveness should be made by comparing them with 
the increase in net product or profit as a result of this work, as well as consider- 
ing the national economic effect from the use of these valuable components. 


42, If the work related to expansion, reconstruction or technical reequipping in- 
volves the liquidation of existing capital (or if its further use is unknown), the 
residual value of this capital (minus the amount from sales) is added to the corres- 
ponding capital investments (the total of which can be reduced by the amount of the 
value of the forthcoming major overhaul). The residual value is defined as the 
difference between the balance sheet value and the total paid-up amortization. If 
in introducing new equipment at existing production (automatic lines of new systems 
of equipment), all or a portion of the existing equipment continues to be operated, 
while a portion is transferred to other enterprises for effective use, the effec- 
tiveness is calculated proceeding from the difference of the fixed capital after the 
introduction of the new equipment (including the utilized capital of existing pro- 
duction) and the fixed capital of existing production prior to the introduction of 
the new equipment (with a comparable production volume). 


43. In all instances of evaluating effectiveness and choosing variations for the 
reconstruction, technical reequipping and expansion of operating enterprises, the 
calculations are made not only by comparing expenditures for these purposes with the 
increase in the effect as a result of carrying out the work, but also considering 
the entire total of productive capital in the overall effect for the enterprise 
(project) as a whole after carrying out the work of expansion, reconstruction and 
technical reequipping. 


B. Evaluation of Effectiveness for Capital Investments in the Nonproduction 
Sphere“ 


44. The effectiveness of capital investments as well as operating fixed capital in 
the nonproduction sphere (its sectors, complexes and individual installations) is 
determined by comparing the obtained social and socioeconomic results (effects) with 
the expenditures required for realizing then. 


— — —— — — — — 


“For more detail see “Metodika Opredeleniya Effektivnosti Zatrat v Neproizvodstven- 
nuyu Sferu" [Procedure for Determining Effectiveness of Expenditures in Nonproduc- 
tion Sphere], Moscow, 1979. 











45, The effect of capital investments and other expenditures into the physical 
plant of the nonproduction sphere, its individual sectors and installations are 
expressed in the following: 


a) Physical measurements as determined by the size of the projects planned for de- 
velopment or already developed (units of capacity, handling capacity, the seating 
capacity considering their quality); 


b) Indicators for the coverage by one or another measure or type of service on 
the basis of developing the nonproduction-end projects: for example, housing area, 
the number of seats in theaters, movies or clubs, the number of beds in hospitals, 
the number of student places in schools and so forth, calculated per 1,000 persons, 
in observing the accepted standards for the cubic volume per seat, ceiling heights, 
amenities, Lighting, air temperature, and so forth; 


c) Relative measurements (points) reflecting a quality evaluation of the created 
or developed nonproduction-end project (for example, a point evaluation of the 
quality of housing, recreational or publi health facilities); 


d) A value form (for example, the annual volume of the sale of services or prod- 
uct in established prices, or the amount of additional profit earned from develop- 
ing the corresponding types of services). 


46. Along with the social and socioeconomic results, consideration is also given 
to the direct economic effects of the capital investments into the nonproduction 
sphere: 


a) The profit from the providing of services in the sectors and enterprises of the 
nonproduction sphere which operate completely or partially on the basis of cost 
accounting; 


b) An increase in the annual sales volume of products or services in physical or 
cost units (including calculated per unit of capital investment). 


These effects are compared with the capital investments which cause them. At the 
same time consideration should be given to the ancillary economic results which 
arise outside the nonproduction sphere and reflect the specific influence of its 
individual sectors on production. 


The economic results are viewed as supplementary ones to the basic social and socio- 
economic results which are of crucial significance. 


47. The overall (absolute) effectiveness of capital investments in the nonproduc- 
tion sphere is determined by relating the increase in the social and socioeconomic 
result to the capital investments required to achieve this result. If the increase 
can be expressed in a value form, then the amounts of the increments in the differ- 
ent results are totaled. The basic indicator for the effect of the expenditures in 
the nonproduction sectors and projects is the increase in satisfying the needs of 
the public for services due to the strengthening of the physical plant of the non- 
production sphere and the improvement of services on this basis. 
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In working out the social and economic development plans, the indicators for the 
overall (absolute) effectiveness are compared with the normed indicators and with 
the analogous, actually achieved indicators over the previous period, 


If the effectiveness indicators in the planned (designed) social measures and socio- 
economic programs are below the normed or the actually achieved in the preceding 
period, then there must be additional analysis, the variant study of the measures 
and programs and calculations using methods of comparative effectiveness. 


48. In assessing the effectiveness of the long-range specific socioeconomic pro- 
grams, if the social result permits a direct measurement (in indicators for the im- 
provement of social standards, a rise in the level or standards of consumption, 
coverage by various types of services, and so forth), it is recommended that the 
calculations be made for the integral effect in a running total. The calculating 
of the expenditures and the results starts with the first year of the expenditures. 
As the calculation period, one uses the time of the functioning of the program or 

a period (up to 1990 or 2000). 


49. In the construction, reconstruction and expansion of projects or facilities of 
the nonproduction sphere using bank credit, the overall (absolute) effectiveness is 
determined proceeding from the increase in profit from the sale of the annual volume 
of products and services as obtained by the enterprises (institutions) in the non- 
production sphere functioning on the basis of cost accounting (facilities in con- 
sumer services, culture, recreation, tourism, public dining, and so forth). If the 
capital investments and the other expenditures into social-end projects are financed 
by production enterprises from the funds for sociocultural] measures and housing 
construction with the use of a bank credit, then the calculation of the overall 
(absolute) effectiveness should include the ancillary economic effect which can be 
achieved on the basis of the given social measure. 


50. Calculations of comparative effectiveness in the nonproduction sphere make it 
possible to establish capital investment variations. With the set expenditures 
limited by the existing financial resources, the variation is chosen on the basis 
of the maximum achieved social result. In assessing complex social results which 
cannot be directly given a quantitative evaluation, for a comparison and selection 
of the variations, it is recommended that the complex concept be broken up into the 
elements which form it and which allow a conditional quantitative evaluation. 


51. With an identity of the social results in the different variations of developing 
the nonproduction sphere, the choice of the best variation is made from the minimum 
of the adjusted expenditures considering the ancillary economic and social effect 
which cannot be measured economically. 


A comparison for the minimum adjusted expenditures can be employed both in the form 
of the full total of current expenditures and capital investments as well as the 
proportional expenditures per unit of the calculated social indicator, for example, 
per place in public health, cultural and educational projects or children's institu- 
tions under the condition of the complete comparability of the results. Here there 
should be a complete equivalence of the compared variations in terms of the level 

of comfort, the living conditions and the aesthetic properties. This comparability 
is achieved by employing compulsory sociocultural norms (standards of living) in 

the designing. Such norms include: the effective and total area and cubic volume 
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per person, the standards for humidity and temperature conditions, illumination, 
domestic consumption of water, electric power, gas, the number of places in 
schools, children's institutions and hospitals per 1,000 of the population, and so 
forth, according to the range of indicators set in the sectorial instructions. 


The density of the population, landscape area, the standards for the purity of the 
air basin, and so forth are the standards of living for the urban development com- 
plexes. The complete range of sociocultural norms for various projects is estab- 
lished in the appropriate sectorial procedures, 


52. In the feasibility study for enterprises involved in serving the public (trade, 
public dining, consumer services, passenger transport, communications, public 
health, recreation, and administration), the effectiveness calculations should pro- 
vide an evaluation of the expenditures of time by the population on using the ap- 
propriate services, proceeding from a time norm equal to 0.5-0.7 rubles per hour, 
considering the regional working conditions. 


10272 
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INDUSTRIAL DEVELOPMENT AND PERFORMANCE 


INDUSTRIAL EFFICIENCY, TECHNICAL PROGRESS STRESSED 
Ways to Raise Production Efficiency 
Moscow EKONOMICHESKAYA GAZETA in Russian No 51, Dec 80 p 2 
[Unattributed article: "Increasing the Efficiency of Social Production") 


[Text] A continuous growth in the efficiency of social production is an indelible 
trait of an economy of developed socialism. This is a key question in the economic 
policy of the CPSU, a key problem the solution to which determines the successful 
carrying out of the grandiose program of economic and social development in the 
nation. 


At the June (1980) Plenum of the CPSU Central Committee, L. I. Brezhnev commented: 
"We have posed for ourselves the fundamental task of increasing production effi- 
ciency and work quality. It should be constantly in our view." 


A rise in the efficiency of social production is expressed in the growth of national 
income. Over the last three five-year plans, this has more than doubled. During 
the Tenth Five-Year Plan, four-fifths of national income was used directly for con- 
sumption, housing and cultural construction. Here 329 billion rubles more than in 
the Ninth Five-Year Plan were allocated for increasing the standard of living of the 
people. Productivity of social labor during the Tenth Five-Year Plan rose by 17 
percent. In 1976-1979 alone, there was a savings of the labor of 12.5 million per- 
sons. 


In industry, during the Tenth Five-Year Plan, 75 percent of the increase in product 
came from a rise in labor productivity, all the increase in product in agriculture, 
and 90 percent of the increase in construction-installation work in construction. 


The material intensiveness of social product has declined. In 1976-1979, the sav- 
ings of raw products, materials, fuel, energy and other subjects of labor was 
around 10 billion rubles. 


However, along with the achieved positive results in the area of increasing produc- 
tion efficiency, there have also been substa tial shortcomings and major r°serves. 
In a number of sectors there has been a lag in the growth of labor productivity, 
the allocated resources have not been used with sufficient efficiency, while wastes 
and losses of metal and fuel have been reduced slowly. 
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The elimination of these shortcomings would make it possible to accelerate the 
growth rate of the efficiency of social production. 


In the 1980's, the Communist Party will consistently continue to carry out its 
economic strategy. The Draft of the CPSU Central Committee "Basic Directions in 
the Economic and Social Development of the USSR for 1981-1985 and for the Period 
Up to 1990" provides in the new decade for "further economic progress of society, 
profound qualitative shifts in the material and technical base by the intensifica- 
tion of social production, a rise in its efficiency and the acceleration of scien- 
tific and technical progress." 


In the forthcoming decade, in line with this, there are plans to complete the con- 
version of the economy to the path of intensive development, to raise the organiza- 
tion of social labor to a higher level, and to concentrate the forces and resources 
on solving the basic national economic problems. Great importance is being given 
to progressive shifts in the national economic structure and to improving the 
intersectorial and intrasectorial proportions. 


In the draft Basic Directions, a further rise in production efficiency is viewed as 
the decisive and most effective means for multiplying the national wealth of the 
country, and for the rapid growth of socialist accumulation and consumption re- 
sources. These program demands have been reflected in the main task of the llth 
Five-Year Plan, where emphasis is put on the importance of the more rational use of 
the nation's production potential, the greatest possible savings of all types of 
resources and an improvement in the quality of work. 


The party has called for a steady rise in the efficiency of social production and 
an improvement in the quality of product and services in all the national economic 
sectors on the basis of the all-round intensification of production. The task has 
been posed of achieving the most rational utilization of the material, labor and 
financial resources as the major condition for the successful, dynamic development 
of the national economy and the growth of the well being of the people. This 
should be expressed in a rise in labor productivity, an increase in the return on 
fixed capital, a decline in material intensiveness of production in all the nation- 
al economic sectors, a rise in product quality and a decline in product costs. 


Labor productivity is the most important indicator of production efficiency. In 

the draft of the Basic Directions in the llth Five-Year Plan there are plans to in- 
crease the productivity of social labor by 17-20 percent, and by this achieve at 
least 85-90 percent of the increase in national income, that is, significantly more 
than was obtained from this factor in the Tenth Five-Year Plan. In many sectors the 
task has been set of achieving the planned increase in the production volume basic- 
ally by raising labor productivity. This applies to such sectors as oil refining, 
the coal and fishing industries, and nonferrous metallurgy. 


During the llth Five-Year Plan, labor productivity in industry will increase by 
23-25 percent, and from this more than 90 percent of the increase in product should 
be obtained. In agriculture, labor productivity in social production should rise 
by 22-24 percent. 


For increasing labor productivity in all the national economic sectors, a broad 
system of measures has been planned. First of all there is to be a rise in the 
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equipment=to-labor ratio, the widest introduction of full mechanization and auto- 
mation of production, and a steady decline in the number of persons employed in 
manual labor, particularly in auxiliary and subsidiary jobs. Of important signifi- 
cance aleo is a further improvement in labor norming and incentives. The scientific 
organization of labor should be steadily introduced everywhere, and the effective- 
ness of this measure increased, Major reserves should be realized by the rational 
utiligation of working time and eliminating losses, by strengthening labor disci- 
pline and reducing personnel turnover, 


An increase in the return on investment serves as one of the general indicators 
characterizing production efficiency. The more efficiently equipment and operating 
productive capacity are used, the higher the return on investment, and the more 
product and national income produced per ruble of fixed productive capital. 


The drait of the Basic Directions provides for the implementing of measures aimed 
at raising the return on investment in the national economic sectors and in the 
associations and enterprises. Large reserves for increasing the return on invest- 
ment should be discovered and mobilized from the rational use of production capacity, 
from widely introducing highly productive equipment, improving the structure and 
presptly renovating equipment. The party pays particular attention to the neces- 
sity of reducing the time for reaching designed capacity at newly completed enter- 
prises and projects, increasing the shift factor at work, more rapidly replacing 
obsolete equipment, and reducing proportional capital investments. “he draft also 
provides for the stiffening of demands on the efficiency and rapid repayment of new 
equipment and products from new enterprises. 


A reduction in the material intensiveness of production is of major national eco- 
nomic significance. This is expressed in a reduction in the expenditure of raw 
products, materials, fuel, energy and other material outlays per unit of produced 
product. In a number of sectors it is important to increase product output per 
unit of consumed raw material. The draft also poses the task of economically util- 
izing all types of material resources. Over the five-year plan it has been en- 
visaged that the savings of fuel and energy resources in the national economy will 
amount to 160-170 million tons of conditional fuel units, including 70-80 million 
tons by reducing the consumption standards. In machine building and metalworking, 
the proportional consumption of rolled ferrous metals should be reduced by an aver- 
age of at least 18-20 percent, for steel pipe by 10-12 percent, and for rolled non- 
ferrous metals by 9-11 percent. In construction it is essential to provide a sav- 
ings of 7-9 percent for ferrous rolled metals and lumber, and 5-7 percent for 
cement. 


The reduction in material intensiveness and the economic utilization of material 
resources should be aided by the introduction of the most efficient material-, 

fuel- and energy-saving production processes, and in particular, waste-free pro- 
duction methods, and the integrated processing of raw products and materials. The 
attention of labor collectives is to be drawn to increasing thriftiness, to improv- 
ing norm setting, accounting and control over the use of material resources. A 
significant effect is to be attained by the wide employment of secondary material 
and fuel-energy resources as well as side products in economic circulation. In 
each sector, association and enterprise, measures should be worked out and imple- 
mented to eliminate all possible losses and reduce the wastes of material resources. 
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The carrying out of the course of increasing preduction efficiency is organically 
linked with a continuous improvement in product quality in accord with the present 
demands of national economic development and scientific=technical progress, as well 
as with the growing demande of the population, There are plans to steadily increase 
the proportional amount of superior quality product in the total volume of product 
output, and to introduce comprehensive quality systema everywhere, 





In the new five-year plan, particular attention is to be given to the quality of 
the consumer goods, For these purposes there are plans to work out and implement 
Measures to equip the sectors, enterprises and shope which produce consumer goods 
with highly productive equipment and advance production methods, as well as to more 
fully supply them with high grade raw products and materials. In light industry, 
in particular, there are plans to increase the output of high quality goods which 
are in increased demand, The task has been established of expanding the assortment 
and improving the quality of children's goode. 


The draft of the CPSU Central Committee for the 26th Party Congress also plans an 
improvement in the other indicators of production efficiency. Tasks have been set 
of increasing profitability, raising profits, and accelerating the turnover rate of 
working capital, The necessity has been stressed of paying particular attention to 
reducing product costs, and to substantially strengthening the role of this indi- 
cator in assessing operations and encouraging the collectives of the enterprises and 
associations. 


During the Lith Five-Year Plan there are plans to reduce the costes of products and 
work, to increase profit in industry and construction by approximately 1.3-fola, 
and by 1.7=fold on the sovkhozes, as well as accelerate the turnover rate of work- 
ing capital in the national economy by 2-3 days. 


The taske of increasing production efficiency in the forthcoming period are to be 
carried out in an inseparable link with and on the basis of consistently introduc- 
ing an entire range of measures to improve the economic mechanism and to upgrade the 
style and methods of economic leadership. An essential condition for increasing 
production efficiency and work quality is the ubiquitous introduction of advanced 
production experience and a further rise in the socialist competition. 


The draft of the CPSU Central Committee stresses: “To sharply increase production 
efficiency and to put all reserves into serving the national economy are the duty 

of the party, state and economic bodies, all public organizations, labor collectives 
and each Soviet person.” Each labor collective should view the policy of increasing 
efficiency as a vital matter for it and as an indispensable condition for successful 
advancement. The higher the labor results and production efficiency the stronger 
the might of the socialist motherland, the more fully personal and social needs are 
satisfied, and the higher the standard of living of the people. 


Aspects of Scientific and Technical Progress 
Moscow EKONOMICHESKAYA GAZETA in Russian No 52, Dec 80 p 2 


[Unattributed article: “Accelerating Scientific and Technical Progress") 


[Text] The party sees in the accelerated pace and expanded scale of scientific and 
technical progress one of the chief levers making it possible to successfully carry 
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out the entire complex of political, economic and social taske confronting the 
nation, and above all the tasks which ensure a rise in the economic might of the 
country, the greatest possible rise in production efficiency, and greater prosperity 
of the people, In carrying out the party's economic strategy elaborated by the 24th 
and 25th CPSU congresses, the Soviet people have ensured a further rise in the sei- 
entific and technical potential of the nation, Over the years of the Tenth Five- 
Year Plan, the pace of scientific and technical progress has accelerated, the scale 
of introducing w technology has risen in the national economy, and the technical 
level of production has increased, 


Ae an annual average, during the Tenth Five-Year Plan, 3,400 new types of machines, 
equipment, devices and instruments have been developed in production and series out- 
put started, in comparison with 3,300 in the Ninth Five-Year Plan. Ase an annual 
average, |,800 obsolete machines, types of equipment, units, inetruments and prod- 
ucts have been taken out of production, in comparison with 1,500 in the Ninth Five- 
Year Plan. Over the previous period, an annual average of 4 million inventions and 
rationalisation proposals have been employed in comparison with 3.7 million in the 
Ninth Five-Year Plan. In 1976-1979, over 22,000 mechanized flow [assembly] lines 
and 7,200 automated lines were put into operation. The number of fully mechanized 
and automated sections, shops, production lines and enterprises rose by 18,200. 
Over the 4 years, 1,677 automated control systems were put into service. 


Our nation is entering the 1980's with a strong scientific and technical potential. 
In the forthcoming decade, as is stressed in the Draft of the CPSU Central Committee 
"Basic Directions of Economic and Social Development of the USSR for 1980-1985 and 
for the Period Up to 1990," it is essential "to ensure further economic progress of 
production, profound qualitative shifts in the material and technical base on the 
foundation of the intensification of social production, a rise in production effi- 
ciency and the acceleration of scientific and technical progress." Thus, the party 
views the tasks of the intensification and effectiveness of production and the ac- 
celeration of scientific and technical progress in an organic unity. 


The development of science and technology, as is stated in the draft, during the 
llth Five-Year Plan should even more be subordinate to solving the major problems 
of progress in Soviet society, and to accelerating the conversion of the economy to 
a path of intensive development. In all sectors of the national economy it is es- 
sential to consistently carry out a policy of more rapid technical reequipping of 
production, and developing and producing machinery and equipment making it possible 
to improve working conditions and raise labor productivity, and more economically 
utilize the material resources. 


In the area of technical policy, the task has been set of consistently converting 
to the mass use of highly efficient systems of machines and production processes 
which provide full mechanization and automation of production and the technical re- 
equipping of its basic sectors. Emphasis has been put on the necessity of creating 
and introducing fundamentally new equipment and materials as well as progressive 
production methods into production. On the basis of utilizing scientific and tech- 
nical achievements, it has been planned, for example, to develop the production of 
automatic manipulators. Production is to be expanded for new polymer and composi- 
tion materials and products from them with a range of preset properties. Attention 
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is also to be paid to the use of efficient, lowewaste and waste-free production 
processes, laser, radiation and other progressive methods for working metals and 
materials and providing opportunities to further increase production efficiency. 


The draft of the CPSU Central Committee plane a rise in the technical level of all 
sectors, particularly auxiliary and service production, Great attention is to be 
given to a rise in the equipment=to-labor ratio, and to the greatest possible in- 
troduction of full mechanization and automation of the production processes. For 
these purposes there are plane to increase the output of complete machine systems 
for the full mechanization and automation of production, 


A characteristic feature of the technical reequipping of production during the 
coming period should be the broader use of machines and unite with a high unit 
capacity and productivity. Special attention is to be paid to the necessity of im- 
proving the structure and promptly replacing fixed capital in use, and more rapidly 
removing obsolete equipment. Of major significance for increasing the technical 
level of production is the reconstruction of enterprises. Considering this, capital 
investments should be channeled first of all into the reconstruction and technical 
reequipping of existing production. Even in 1981, there are plane to increase capi- 
tal investments for technical reequipping and reconstruction of enterprises by 11 
percent in comparison with the 1980 plan. 


The acceleration of scientific and technical progress at the same time is insepar- 
ably linked with major qualitative, structural shifts in the national economy. The 
party is drawing attention to the necessity of improving the intersectorial and 
intrasectorial proportions, and of continuing the more rapid development of the 
sectors which determine scientific and technical progress. The task has been posed 
of improving the structure of the fuel and energy complex and the structural materi- 
als complex by the more rapid growth of production for the most progressive product 
types. 


The party pays most important significance to the questions of fuel and energy. As 
was stressed in the greetings of L. I. Brezhnev to the workers, engineers, techni- 
cians and white collar personnel of the energy systems, enterprises and construction 
projects, and to all the power workers, machine builders and employees of the fuel 
sectors of Soviet industry, we should begin to carry out a new energy program de- 
signed for the next few years and long run. This program envisages a qualitative 
change in the structure of the fuel and energy complex primarily by a rise in the 
share of nuclear power, the building of large thermal power plants based on strip- 
mined coal deposits, and a further use of hydropower resources in the energy balance, 
considering their integrated use. 


The Communist Party is showing great concern for the development of metallurgy. In 
order to satisfy the needs of the national economy, during the llth Five-Year Plan 
it is essential to provide a decisive swing to quality and the saving of metal. For 
this reason there are plans to have not a qualtitative increase in output as a fun- 
damental improvement in the quality and a broadening of the assortment of metal 
products. In this regard, important significance is being given to the introduction 
of new production processes, to the wide use of large oxygen converters and electric 
furnaces, to continuous steel casting and to raising the share of economic types of 
rolled metal. In ferrous metallurgy, the volume of continuous steel casting will 
reach 35-37 million tons, and the output of electric steel will rise by 1.6-fold. 


40 














The share of progressive structural materials will rise significantly in tetal out- 
put over the Lith Five-Year Plan, For example, in metallurgy the output of powdered 
metale will rise by more than jJ-fold, and cold-rolled sheet, rolled products with 
strengthening heat treating, and shaped and high-precision rolled products by 1, 5- 
2,5«fold, 


The increase in the output of progressive structural materiale should be combined 
with t.eir rational use. Thus in the metal-consuming sectors, for example, in 
machine building, great reserves for saving metal can be found in reducing the 
metal intensiveness of the produced machines and equipment, and employing progres- 
sive methods for working metals, precision stock and metal substitutes which reduce 
wastes. 


The party gives particularly great attention to the introduction of chemistry into 
the national economy and the development of this sector. "Without modern heavy 
chemistry,” stated the October (1980) Plenum of the CPSU Central Committee, "at 
present there can be no effective economy.” The production of synthetic resins and 
plastics, for example, in the llth Five-Year Plan will reach 6.25 million tons. 

The output of plastic pipe will increase, and this will make it possible to save a 
large quantity of steel pipe. 


Machine building is the basis of technical progress in the national economy and the 
foundation for the modernization and technical reequipping of all sectors. The 
volume of machine building and metalworking products will increase by at least 1.4- 
fold. The party demands a consistent solution to the problem of creating and intro- 
ducing highly efficient systems of machines making it possible to comprehensively 
increase efficiency in stages of production, starting from the extraction of raw 
materials and including the subsequent stages of manufacturing, processing and trans- 
porting the products. 


There is to be a significant increase in the pace of replacing the produced equip- 
ment, and this will make it possible to more rapidly equip and modernize all other 
sectors based on the most modern equipment. Here there should be a significant im- 
provement in all the technical and economic parameters of the machines and equip- 
ment. For example, the productivity of metal cutting machines, forging-stamping 
equipment, foundry and woodworking equipment should rise by 1.3-1.6-fold. There 
must be a rise in the economicness, reliability and durability of the machines and 
equipment. The precision of metal cutting machines should rise by 20-30 percent. 


The tasks of accelerating scientific and technical development have been formulated 
in close relationship to the specific areas of improving planning, management and 
the organization of scientific and technical progress, and increasing the efficient 
use of the scientific and technical potential. There are plans to substantially 
shorten the time required to develop and introduce new equipment, as well as to 
strengthen the reciprocal ties between science and production. 


The party gives great significance to the elaboration and implementation of specific 
comprehensive programs. Wider use must be made of the specific comprehensive pro- 
grams as the organic component parts of the state long-range economic and social 
development plans. It is important to raise their soundness, their focus on the 
end results and the solving of specific-technical, economic and social problems, 

as well as create and employ efficient systems for managing such programs. 
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The task has been posed of atrengthening the responsibility of the ministries and 
departments for the level of research in the sectorial scientific inatitutions, and 
for rapidly utilizing the results of completed scientific developments in produc- 
tion, An improvement of the work in the acientific research and design organiza- 
tions will be aided by the measures to strengthen their physical plant, to increase 
production of inetrumente and automation, as well as measures to improve the train=- 
ing and increase the skills of scientific personnel, At the same time it is essen- 
tial to improve the system for evaluating the technical level of the articles being 
developed and produced, and to upgrade the standards and technical conditions for 
finished products, preassembled articles, materiale and raw products. 


The scientific research, design and engineering organizations, the associations and 
enterprises must increase the effectiveness of the cost accounting system for organ- 
izing work in the area of creating, developing and introducing new equipment on the 
basis of schedule orders. 


The fruits of scientific and technical progress in our country are employed for the 
interests of all society and for the good of each Soviet man. 


Of particular significance are the opportunities which have been opened up due to 
the acceleration of scientific and technical progress for strengthening the creative 
nature of work, and for carrying out measures which provide the greatest possible 
reduction in manual, unskilled and heavy physical labor. 


The solution to the great and serious problems of accelerating scientific and tech- 
nical progress requires the broadest participation of each labor collective, each 
specialist and worker in carrying this out. The tasks in the area of scientific 
and technical development as raised in the draft of the CPSU Central Committee 
should be fully reflected in the draft plans which are presently being worked out 
by the labor collectives for economic and social development during the llth Five- 
Year Plan. 


Prospects of Industrial Development 
Moscow EKONOMICHESKAYA GAZETA in Russian No 2, Jan 81 p 2 
{[Unattributed article: "Industrial Development"] 


[Text] Industry, and primarily its sectors which produce the means of production, 
play a crucial role in economic progress of society and in laying the material and 
technical base of communism. The development of such base sectors as power, metal- 
lurgy, machine building and metalworking, chemistry and petrochemistry, is the 
material basis for increasing the technical level of production, for meeting the 
needs of the national economy for fuel, energy, raw products and materials, machin- 
ery and equipment, and a most important condition for employing progressive produc- 
tion methods. An increase in the output of the means of production serves as a 
basis for expanded reproduction. 


Industry is of great significance in the social progress of a society and in carry- 
ing out the program to increase the prosperity of the people. Here is produced a 
predominant share of material goods including food products, nonfood commodities, 
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cultural, domestic and household articles used for the purposes of personal and 
social consumption. Industry creates the material and economic prerequisites for 
profound changes in the most important sphere of human activity, in labor, as 4 re- 
sult of the growth of the equipment-to-labor ratio and the introduction of new 
means of production, 


Over the years of the Tenth Five-Year Plan, 717 billion rubles more industrial 
product were produced than in the Ninth Five-Year Plan. More than 1,200 major in- 
dustrial enterprises were put into operation, There was a further growth of heavy 
industry, the foundation of the Soviet economy. The extraction of fuel, the gener- 
ating of electric power and the production of ferrous and nonferrous metals in- 
creased, The output of consumer goods rose by 21 percent, including by 41 percent 
for cultural and household purposes. 


The contribution of industry to carrying out the party's economic strategy in the 
1980's will increase even more. As is stated in the Draft of the CPSU Central Com- 
mittee to the 26th Party Congress “Basic Directions for the Economic and Social De- 
velopment of the USSR for 1981-1985 and for the Period Up to 1990," the most im- 
portant tasks of industry are the fuller satisfaction of the needs of the national 
economy for the means of production, and the needs of the population for consumer 
goods, the intensification of production, and a rise in product quality on the 
basis of the greatest possible use of achievements in scientific and technical 
progress. The production of industrial products during the years of the llth Five- 
Year Plan will increase by 26-28 percent. The task has been posed of improving the 
structure of industrial production and achieving balance in the development of the 
extracting and manufacturing sectors. 


The draft of the Basic Directions provides for an increase of 26-28 percent in the 
production of the means of production during the llth Five-Year Plan. Particular 
attention is paid to the development of the sectors in the fuel and energy complex. 


In electric power, the generating of electric power in 1985 must rise up to 1.55- 
1.6 trillion kilowatt hours. The development of nuclear power is to be carried out 
at a more rapid pace. 


The increase in the production of electric power in the European USSR is to basic- 
ally be obtained from nuclear and hydropower plants. Large hydroelectric plants are 
to be built on the rivers of Siberia, the Far East, Central Asia and Caucasus. The 
accelerated building of large thermopower plants will ensure efficient use of the 
cheap coals of the Ekibastuz and Kansk-Achinsk Basin, as well as the natural and 
casing-head gas from the Western Siberian deposits. In 1981, the generating of 
electric power should be 1.335 trillion kilowatt hours. 


In the sectors of the fuel industry, along with increasing production, the task has 
been set of widely employing progressive extraction methods which will increase the 
recovery of coal, oil and gas from the ground. The increase in gas production will 
make it possible to reduce the use of oil as fuel, and to increase the level of its 
refining and broaden the output of end oil product. All of this will help to shift 
the economy to an energy-saving path of development. 


In the oil industry, oil output should be brought in 1985 up to 620-645 million tons 
(along with the gas condensate). Some 85-90 percent of the oil is to be produced at 
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fully automated fields. The workers of the associations and enterprises in this 
sector should improve the technical and economic indicators for drilling work by 
the accelerated technical reequipping and further improving of their organization. 


The major task confronting the gas industry is to carry out the program for the 
forced development of natural gas production. In 1985, the production volume should 
be 600-640 billion cubic meters, There are plans to build large-diameter gaslines, 
and to increase the capacity for the full processing of the oil-well and natural 


gas. 


In the coal industry, coal mining in 1985 should rise to 770-800 million tons. The 
associations and enterprises should provide for the increase in the volume of coal 
mining and processing basically from an increase in labor productivity. 


A large amount of work has been planned for the first year of the llth Five-Year 
Plan. In 1981, the production of oil and gas condensate will be 610 million tons, 
for natural gas 458 billion cubic meters, and for coal 738 million tons. 


In all areas of production, it is essential to achieve the rational use of fuel and 
energy resources. in the first year of the five-year plan, a savings of 41 million 
tons of conditional fuel units should be obtained. One of the most important fac- 
tors in dependably meeting the growing needs of the national economy for fuel and 
energy is the use of secondary resources in production. 


The draft of the Basic Directions has posed responsible tasks for the sectors pro- 
ducing structural materials. A fundamental improvement in quality and an increase 
in the output of effective types of metal product will become the main direction 

for the further development of ferrous metallurgy. The production of rolled metal 
in 1985 will rise to 117-120 million tons. The output of products of the chemical 
and petrochemical industry will increase by 30-33 percent. In the building materi- 
als, structural elements and parts industry, with an increase in the product volume 
of 17-19 percent, there will be predominant development of the production of arti- 
cles which reduce metal intensiveness, the cost and labor intensiveness of produc- 
tion, the weight of the buildings and structures and increase insulating efficiency. 


In the group of structural materials, more rapid growth has been set for the produc- 
tion of the economic types of rolled ferrous metals, aluminum, synthetic resins and 
plastics, composition materials and glued wooden structural elements. The share of 
progressive structural materials in their total output will rise by at least 1.5- 
fold. In 1981 alone, we will develop 140 new shapes of rolled metals, increase the 
output of cold-rolled sheet by 8 percent, and rolled products from low-alloyed steel 
by 21 percent. The production of ferrous merchant bar products will be 109.2 mil- 
lion tons. 


For the purposes of accelerating technical progress in the entire national economy, 
the draft of the Basic Directions provide for more rapid development of machine 
building and metalworking, with their product output rising by 1.4-fold over the 

5 years. In the production of the implements of labor, the basic factor for improv- 
ing quality will be a rise in their technical level, reliability and durability. 


In the machine building sectors, chief attention is to be paid to increasing the 
production of  quipment, systems of machines and instruments which meet the needs of 
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the uniform technical policy under the conditions of the intensification of produc- 
tion. Firat of all this applies to the development of high efficient equipment, 
increasing the unit capacity and productivity of the produced machines and equip- 
ment, and the use of resource-saving production methods. This will strengthen the 
balanced development of the sectors which produce and consume the implements of 
labor. In machine building there must be an increase in the use factor of the 
metals, the number of machine tool operators must be stabilized, and the expendi- 
tures of manual labor reduced both in the basic shops and sections as well as par- 
ticularly in the auxiliary ones. 


Proceeding from the main task of the llth Five-Year Plan, industrial production is 
to be more oriented to solving the problems of increasing the prosperity of the 
people. The draft of the Basic Directions provides for the more rapid development 
of consumer goods production, Over the 5 years their output is to be expanded by 
27-29 percent. The increase in the production and the improvement in the quality 
of consumer goods are a primary task for ail the industrial sectors and all enter- 
prises and organizations, and a matter of special concern for the party and soviet 
bodies. 


In light industry there is to be an increase in the product volume by 18-20 percent, 
and the output of goods in high demand is to be broadened. The task has been posed 
of significantly improving the quality, renewing and upgrading the assortment of 
cultural, domestic and household goods, the production of which is to rise by at 
least 1.4-fold. Specific quotas have been set for the heavy industry sectors for 
increasing the output of these goods. There will be accelerated development of 

the production of technically complex consumer durables which will be marked by new- 
ness of functional purpose and economicness, as well as by improved consumer and 
aesthetic properties. 


The associations and enterprises and the local bodies should steadily seek out 
reserves for increasing the output of consumer goods and for widely utilizing 
wastes and local raw material resources. 


The wider involvement of industry in ensuring the growth of national prosperity is 
also characterized by a rise of its sectors comprising the agroindustrial and food 
complex to a higher level. There wil. be increased output, and most importantly, 
improved quality of the mineral fert lizers, food supplements and plant protecting 
chemicals. The task has been set of increasing the productivity of tractors, motor 
vehicles, combines and other agricultural equipment. In accelerating the transi- 
tion of agricultural production to an industrial basis and progressive production 
methods, industry will contribute to improving the supply of the public with food 
products, clothing, footwear and other commodities made from agricultural raw 
materials. 


The collectives of the industrial associations and enterprises must increase the 
efficiency of industrial production on a basis of new management methods. It is 
essential to ensure a rise of 23-25 percent for labor productivity and approxi- 
mately 1.3-fold for profits. In the draft of the Basic Directions particular atten- 
tion has been paid to reducing the time for reaching designed capacity at newly 
completed enterprises and projects, increasing the shift coefficient for the most 
efficient machines and equipment, and more rapidly replacing obsolete equipment. 

For accelerating the opening up of production capacity and shortening its repayment 
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time, for balancing the newly created jobs with the labor resources, and for reduc- 
ing the energy and material intensiveness of the produced products, the capital in- 
vestments are to be channeled primarily into reconstruction and raising the techni- 
cal level of existing enterprises. 


The responsible tasks confronting the industrial workers should be fully reflected 
in the 1981 counterplans which are being elaborated at the associations and enter- 
prises. The leading production collectives are defining additional opportunities 
in them for increasing the production volume and raising its efficiency on the 
basis of accelerating scientific and technical progress. In each collective it is 
essential to secure the unconditional fulfillment of the plan quotas for all items, 
and to have the prompt and precise observance of contractual obligations from the 
very first months of the new five-year plan. 
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RESOURCE UTILIZATION AND SUPPLY 


UKRAINIAN GOSPLAN OFFICIAL DISCUSSES REGIONAL SUPPLY 
Moscow MATERIAL'NO-TEKHNICHESKOYE SNABZHENIYE in Russian No 10, Oct 80 pp 15-20 


[Article by A, Emdin, Chief of the Political Division of Gosplan UkrSSR: "An 
Important Instrument for Strengthening Economic Relations") 


[Text] A CPSU Central Committee and USSR Council of Ministers decree pertaining 
to improvement of the economic mechanism authorized Gosplan USSR, jointly with 
Gossnab USSR and with the participation of the ministries and departments of USSR 
and the councils of ministers of the Union republics, to compile balance sheets 
of production and distribution of the most important types of output. This is an 
essentially new instrument for improving the interregional economic relations and 
the planning of material and technical supply and it would be hard to overestimate 
the importance of the instrument. 


The "Methodological Directives for the Preparation of State Plans for Development 
of the USSR National Economy," issued in 1974 by Gosplan USSR, stipulated that the 
gosplans of the Union republics must compile accounting balance sheets of produc- 
tion and consumption of the most important types of industrial and agricultural 
output with a breakdown by territories. These balance sheets were to be prepared 
on the basis of the output products list determined by Gosplan USSR, Gossnab USSR 
and the gosplans of the Union republics. However, this products list was compiled 
only recently and the balance sheets which were drawn up in the republics were not 
examined by Gosplan USSR and not taken into consideration in its work. It should 
also be noted that the quality of the balance sheets prepared in the republic was 
low, primarily because of the lack of sufficient information. Thus, this work had 
to be begun again and it was first of all necessary to devise a unified system of 
methods, procedure and time limits for submitting the basic information pertain- 
ing to the compilation of territorial material balance sheets. 


The territorial material balance sheets are extremely important for the solution 
of the problems of effective distribution of the productive forces along with, of 
course, the other factors which are given consideration when the decisions are 
made. It appears necessary in this connection to compile the balance sheets for 
the most important types of output at the stage of determination of the basic 
directions of the country's economic and social development for 10 and more years. 
Only in this context can provision be made at the proper time for the changes in 
the distribution of production and consumption of output and only in this context 
can the most economically sound final results be achieved. 
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If, for example, the procurement of timber is transferred to the country's eastern 
ré,ions, then the sawmills and the primary processing of the wood should also be 
moved there because the shipment of round timber requires 40 percent more rolling 
stock than does the transport of the corresponding quantity of lumber. However, 
the pace of transferring the sawmills cto the East is still extremely slow and the 
quantity of unprocessed wood being shipped enormous distances is not decreasing 
but rather increasing, with great costs being borne by the national economy. 


An ever greater proportion of the coal extraction is assigned to the eastern 
regions and a considerable amount of this coal is sent in uncleaned form to the 
European part of the country, a practice which results in an unwarranted increase 
of 30-40 percent in the transport load and impairs the operations of the electric 
power stations. Cleaning the coal at the place of its extraction would yield a 
Sizable economic effect. 


Failure to carry out complete construction of production capacities in ferrous 
metallurgy is resulting in a yearly increase of transport from one metallurgical 
plant to another in the case of pig iron, steel ingots, slabs and blooms for re- 
processing. This although 10-15 years ago it was assumed that this transport 
should be curtailed and that it would be reduced to a minimum. 


Solution of the problems entailed in improving the distribution of production takes 
a long time and hence the basic directions of the country's economic and social de- 
ve lopment should include provision for the preparation of balance sheets for the 
most important types of output for the final years of the five-yeay plan with re- 
Spect to not only the country as a whole but also the country's regions. 


The USSR Gosplancouncil for the study of the productive forces is compiling as pre- 
plan materials general schemes for distribution of the country's productive forces, 
these schemes become part of the system of territorial planning. It would be de- 
sirable that for purposes of substantiating the proposals for the distribution of 
industry over the long term, thiscouncil would also compile preliminary territorial 
balance sheets for materials. 


As stipulated in the USSR Gosplan and Council of Ministers decree on improvement 

of the economic mechanism, Gosplan USSR must work out control figures for the basic 
indicators and norms for the five-year plan and the separate years with a break- 
down by ministries, departments and Union republics. It also seems necessary to 
provide for preliminary limits of consumption of the most important types of ma- 
terial resources, these to serve as control figures. 


In the five-year plan drafts the ministries, depa:. » and councils of ministers 
of the Union republics must specify the requireme waterials as established 
by the control figures of Gosplan USSR. These rei.iec ive-year plan requirements 
must be distributed by regions. The past work of compi..ng plans of material and 
technical supply indicates that in their requisitions for the quantity of materials 
the ministries, departments and Union republics are going considerably beyond the 
funds allotted to them. It should not be thought that the requisitions are always 
unduly inflated, although this does happen frequently. Whereas, for example, the 
requisitions for petroleum asphalt come to one and a half to twice the allotted 
funds, this reflects the actual requirements because the shortage of petroleum 
asphalt is resulting in the building of a considerable number of the roads with 
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substandard covering. Also, the existing roads are not being maintained in satis~ 
factory condition when the financial resources and capacities of the road-con- 
struction organizations would permit building roads with asphalt surfaces and 
repairing them on time, However, with the current status of the raw material re- 
sources it does not now appear possible to fully satisfy the petroleum asphalt re- 
quirements. 


If the ministries, departments and Union republics submitted data on territorial 
material resources requirements arrived at without regard for the actual poten- 
tialities, then,when drawing up the territorial balance sheets,it would be im- 
possible to correct the indicators for the various regions because with the 

limited resources some regions would have priority over others in the satisfaction 
of requirements. And without the ministries, departments and Union republics~--the 
possessors of capital--it is not possible to determine this priority. A territor- 
ial material balance sheet drawn up without regard for the actual resources cannot 
contribute anything to solution of the problems of distribution of new production 
capacities and improvement of the interregional transport and economic rela-ions. 


This problem has one other extremely important aspect. We cannot indefinitely 
maintain high rates of increase of production of metal, cement, commercial wood 
and other materials. It is far more advantageous for the national economy to 
develop in the metallurgical industry a "fourth reduction" and to substantially 
increase the production of effective types of rolled metal. On this basis, of 
course, with improvement of the designs of the machines and mechanisms in produc- 
tion and the production technology for them, we can reduce the amount of metal 
consumed for the production. Stepping up the grade of the cement and providing 
superior-quality, especially prepared inert materials for the production of cement, 
requires far less outlays than further growth of the production of cement. In- 
creased production of paper and cardboard reduces the need for lumber and yields 

a greater final result. All these measures for improvement of the production 
structure as envisaged by Gosplan USSR both for the stage of preparation of the 
basic directions of the country's economic and social development and for the 
Stage of compilation of the five-year plan, cannot be taken into consideration 
either by the enterprises and construction project consumers of these materials or 
by the ministries of which they are a part, because the measures are simply un- 
known at this stage. 


In light of all these circumstances, it is essential that the USSR ministries and 
departments and the Union republics obtain from Gosplan USSR, as part of the con- 
trol figures, preliminary limits of consumption of materials and that on the basis 


of the actual Limits they compile data on their requirements for material re- 
sources. 


To provide adequate substantiation for the balance sheets, both those for the 
country as a whole and those broken down by territories, it is necessary that the 
possessors of capital who will determine the materials required for the five-year 
plan consume an overall amount equivalent to 80-85 percent of the total quantity 
of this material. 


The compilation of the territorial material balance sheets must be carried out 
simultaneously with the production and construction plans and the plans for ter- 
ritorial distribution of the productive forces because these balance sheets must 
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be considered in the preparation of all the sections of the plan. The balance 
sheets compiled at this stage of the preparation of the plan of economic deve lop- 
went will obviously differ to some extent from the balance sheets and distribu- 
tion plans prepared in the final stage of the planning when the various sections 
of the plan are being coordinated, However, the purposes for which the territor- 
ial balance sheets are drawn up do not require the meticulousness which is in- 
dispensable in the compilation of the material and technical supply plans, which 
consist of the balance sheets and the distribution plans. 


A very important question concerns the kind of regions for which the territorial 
material balance sheets should be compiled. Various points of view have been put 
forth in this regard, Some economists suggest that they be drawn up with respect 
to the Union republics while others feel it necessary to draw up the balance 
sheets for the oblasts. The balance sheet for the RSFSR, which extends over many 
thousands of kilometers, cannot offer any help in improving the interregional 
economic relations and, on the other hand, there is not always a need for the 
compilation of a balance sheet broken down by oblasts. 


For example, there is no need to compile a motor vehicle gasoline balance sheet 

for Rovenskaya Oblast in Ukrainian SSR, where there are no oil refineiies and 

the demand for the gasoline is clearly a great deal less than a single modern 

petroleum refining installation can produce. It is quite a different story with | 
the large economic region. For the economic regions the compilation of balance ) 
sheets for nearly all the most important materials is a matter of great impor- 

tance for the solution of problems relating to improvement of the interregional 

economic relations. There is need for the drawing up of a motor vehicle gasoline 

balance sheet for the southwestern economic region, which includes Rovenskaya 

Oblast and where oil refineries exist. This economic region has extensive rela- 

tions with other economic regions, obtaining various oil products from some and 

delivering such products to others. As to which of these interregional links 

are desirable and whether there is need for the construction of another oil re- 

finery in the southwestern economic region--all these questions must be resolved 

with the help of a territorial balance sheet along with the use, of course, of 

other economic and technical data. 


In a number of other instances, however, it is necessary to prepare balance sheets 
for the oblasts, as for example, those for local building materials and some types 
of agricultural output. 


Thus, the question of what region requires the drawing up of a material balance 
Sheet should be examined and decided for each kind of material but, as a rule, 
such balance sheets must be compiled for large economic regions. 


In planning the establishment and development of territorial and industrial com- 
plexes it would have been desirable to prepare material balance sheets which in- 
clude these territories, provided they are not listed in the territory of an 
economic region. 


On what products list should the drawing up of the territorial balance sheets 
be based? A very simple answer suggests itself--on all the types of centralized 
planned output except that which is produced in a limited number of enterprises 
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in the country, output which particularly comes under the heading of equipment 
(hydroturbines, for example, or large steam boilers) and some materials (for ex- 
ample, titanium), 


However, such a solution of the problem would be unrealistic, for a foreseeable 
period at any rate, This is due primarily to the fact that putting territorial 
material balance sheets into operation requires specific experience and 

it will be necessary to organize an extensive flow of information and to insure 
the accuracy of this information and the possibility of checking it. 


In the next few years we believe there will have to be a Limitation on the most 
distinetsy mass types of output, the consumption of which entails a great deal 

of goods traffic, For example, for materials of a production and technical nature 
it ie desirable to limit the balance sheets for the economic regions to the fol+ 
lowing product list output both at the stage of the working out of the basic 
directions of the social and economic development for a lO-year period and when 
preparing the five-year plan: boiler and furnace fuel, coal, natural gas, heat- 
ing mazut, motor gasoline, diesel fuel, iron ore, rolled ferrous metals, steel 
pipe, copper, zinc, lead, aluminum, commercial wood, lumber, cement, roofing 
materiale, mineral fertilizers, sulfuric acid and soda ash. 


Of course, the aforementioned products list has many deficiencies chiefly because 
it is very extensive and in the estimates it is necessary in a number of cases to 
give it in detail, The products list will have to be expanded in the future; we 
will have to include other materials which are consumed in great quantities and 
we will have to single out within these groups of items various types of output 
(for example, the most important assortment types of rolled ferrous metal and 
steel pipe) but for the beginning this rather strict limitagion is necessary. 


In order that the material balance sheets may include all the resources and de- 
termine their economic use, it is necessary in particular that they also take into 
account the secondary resources, Whereas the fuel and energy balance sheet or the 
ferrous metal balance sheets have for a long time allowed for the secondary re- 
sources, thus helping to provide for efficient utilisation of these resources, 

the balance sheet of rolled ferrous metals on the other hand does not allow for 
the commercial waste products and the resources of these are distributed by 
Gossnab USSR without regard for the rolled ferrous metal distribution carried out 
by Gosplan USSR. As a result, a substantial portion of the wastes which could 
have been successfully used in lieu of the full-value rolled metal is sent in- 


stead for remelting. This is especially true of the wastes which are generated 
in machine building. 


What information are the territorial material balance sheets to be based on and 
who is to compile them? A number of economists suggest that we organize a pool 

of the basic eccuomic information from all the enterprises and organizations in a 
particular territory. We have already shown above that the information on the 
Long-term material requirements broken down by regions can be used effectively 
only if the information reflects the real potentialities of the economic structure 
in the planne.s stage. If the information came in from every enterprise, sovkhoz 
and kolkho-, it is safe to say that it could be used neither for the solution of 
probleme involving the distribution of production capacities nor for improvement 
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of the interregional transport and economic links because the requirements deter- 
mined in light of such information would bear an abstract character and would not 
harmonige with the actual resources which could not be known at Cis stage, to 
gay nothing of the fact that, as experience shows, the requisitions from the 
enterprises are frequently unduly inflated, 


Both at the stage of working out the basic directions of the country's economic 
and social development and at the stage of drawing up the five-year plan the re- 
quirements for the most important types of materials must be estimated for the 
country a8 a whole and for the economic regions by the USSR ministries and de- 
partments and the gosplans of the Union republicay these government organs will, 
of course, enlist for thie work the associations, enterprises and organizations 
under their jurisdiction. The USSR ministries and departments and the Union re- 
public gosplane must also submit data on the actual consumption of materials dur- 
ing the base years. It is obviously also necessary to submit the accounting data 
for the years of the current five-year plan, 


As a rule, the planning organs already possess the information on output produc~ 
tion broken down be territories but in some cases they may be in need of this 


data and then it may also be submitted by the USSR ministries and departments and 
the Union republic gosplans, 


Finally, for the compilation of long-term territorial materia! balance sheets 
information is required on the interregional economic Links which have been 

formed for the deliveries of output. This information must be submitted to the 
Union main administrations of supply and sales and, in addition to the inter- 
regional links, it must also cover export and import with a breakdown by economic 
regions. In the instances where this data is compiled by the TsSU [Central Statis- 
tical Administration] USSR (a subject we will discuss below) there is, of course, 
no need to duplicate it for the Union main administrations of supply and sales, 


For the compilation of current (yearly) material balance sheets with a regional 
breakdown we find quite sufficient the information which now comes inco the Union 
and republic main administrations of supply and sales in the form of consumer fund 
distributions and supplier enterprise production plans. 


It seems to us desirable that all the information concerning the economic regions’ 
resources and output requirements and also concerning the interrepublic Links for 
deliveries of this output be sent to Gosplan USSR with a copy to the gosplans of 
the appropriate Union republics. The gosplans of the Union republics are also re- 
quired to send to Gosplan USSR the information pertaining to the republic economy 
and the nonindustrial Union-republic ministries with a breakdown by economic re- 
gions. All this data must be compiled concurrently by Gosplan USSR and the gos- 
plans of the Union republics. The latter submit their suggestions for improvement 
of the interregional economic relations, which suggestions Gosplan USSR can take 
into consideration when shaping in final form the basic directions of the economic 
and social development and the five-year plans. To have the long-range territor- 
ial material balance sheets include the subjects of deliveries of output, Gosplan 
USSR would have to enlist the services of the Union main administrations of supply 
and sales, which have a great deal of experience in this field. 
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Both in the basic directions of the country's economic and social development over 
the LO-year period and in the five-year plane Gosplan USSR will compile balance 
sheets of the most important types of output and the territorial material balance 
sheets will, in essence, represent a collated material balance sheet broken down 
by economic regions, This kind of organization of the work enables us to perform 
on a level of high quality and makes it possible cto implement in the production 
and material and technical supply plane the decisions taken for optimization of 
the interregional economic relations, 


Preparation of the yearly material balance sheets for the Union republics and the 
economic regions of RSFSR is best assigned to the Union main administrations of 
supply and sales of Gossnab USSR and those for the economic regions of Ukrainian 
SSR to the main administrations of supply and sales of UkrSSR, The preparation 
of the yearly petroleum product balance sheet for the economic regions should, 


in our opinion, be entrusted to the Goskomefteprodukt [State Committees for 
Petroleum Products] of RSFSR and UkrSSR, 


For local building materials both the long-term and the current balance sheets are 


compiled by the oblast planning committees while the planning committees of the 
Union republics determine interoblast exchange. 


There is no need for Gosplan USSR to draw up the yearly territorial material 
balance sheets because they cannot be used for deciding questions pertaining to 
improvement of production distribution and output consumption, However, optimi- 
zation of the interregional economic links for deliveries of output, a matter 
which is of paramount importance, particularly now when transport problems have 
become exceptionally acute, can also be accomplished to a considerable degree in 
the yearly plans. And the best way of preparing for decisions on these questions 
is through the territorial balance sheets. At present when Gosplan USSR and 
Gossnab USSR draw up the yearly plans for the country's economic and social devel- 
opment, they also prepare measures for the rationalization of shipments but these 
plans encompass only a comparatively small portion of the questions. 


Productive work, which however requires further development, is being done by the 
Soyuzglavneft [Main Administration for Interrepublic Deliveries of Petroleum 
Products], where every year they draw up the plans for deliveries of these 
products which represent the balances for the Union republics. These balances, 
which are based on the plans for the production and distribution of output ad- 
justed in light of the schemes for normal goods traffic, should have been drawn 
up by all the Union main administrations of supply and sales under Gossnab USSR 
for the output the deliveries of which entail mass goods traffic and complex 
interregional links. The task of improving the interregional transport and econ- 
omic links cannot be accomplished without a comprehensive use of the balance 
sheets for the economic regions. It seems to us desirable that the yearly consol- 
idated balance sheet for interregional deliveries of output should be determined 
by the indicator for average distance of the shipments. And reducing the extent 
of these distances requires the introduction of economic incentive programs for 
the Union main administrations of supply and sales. 
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The idea of using EVM [electronic computers) for improving the interregional 
economic Links for deliveries of output was theoretically resolved more than 20 
years ago but up to now the pace at which thie effective method is being put into 
operation has been extremely slow, One would have to believe that important 
economic results can be obtained by incorporating the preparation of territorial 
material balance sheets in the system as a component of the plan for linking the 
consumers with the suppliers, by introducing EVM for this purpose, and by boleter- 
ing the workers of the Gossnab USSR supply and sales organizations with sub- 
stantial economic incentives for reducing the distance of the goods shipments. 


The TsSU USSR issues yearly reports on the distribution of the shipments into and 
out of the regions of some types of industrial output as per form lO-ps. This 


material is of great value for analysis of the interregional transport and econ- 
omic links, 


Beginning in 1979 the TsSU organs began to prepare reports on the balances and 
expenditures of raw materials and materials in the production and operational 
activity and in the capital construction--reports on form l-sn and 2-sn (territory) 
with a breakdown by oblasts. This data could have been used very effectively if 


it had included every industry and not just the industry sectors now listed on 
these forms, 


The products List which is the basis for the drawing up of the reports on forms 
10-ps, l-sn and 2-sn (territory) needs to be reviewed; it should jibe with the 
products list on which the territorial material balance sheets will be based. 
Incidentally, it should be noted the products List on forms l-sn and 2-sn (ter- 
ritory) are not in complete harmony. For example, whereas form l-sn provides for 
commercial wood--the total including round timber, form 2-sn only covers round 


timber and hence it is not possible to derive the overall quantity of commercial 
wood, 


It would be desirable in the near future to have Gosplan USSR, Gossnab USSR and 
TsSU USSR review and resolve the matter of the products list which the organs of 
the TsSU USSR are to use as a basis for compiling the yearly reports on forms 
10-ps, l-sn and 2-sn (territory). 


The solution of the aforementioned problems will help in obtaining an improvement 
in the territorial planning, a fuller accounting of the resources of the country's 
regions in the plans, and a rational distribution of the productive forces. 


COPYRIGHT: Izdatel'stvo "Ekonomika," "Material 'no-tekhnicheskoyc snabzheniye," 1980 
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ECONOMIC MODELING AND COMPUTER TECHNOLOGY APPLICATION 


U.S., USSR ECONOMIC DEVELOPMENT INDICATORS COMPARED 
Moscow VESTNIK STATISTIKI in Russian No 12, Dec 80 pp 37-44 


/Article by V. Martynov: "The Index Method of Comparing the Levels of USSR and 
U.S. Economic Development"/ 


[Text/ The advantage of the planned management of the socialist economy over the 
spontaneously developing "market economy" of capitalist countries can be revealed 
only as a result of regularly made international comparisons. The standardization 
of the content of the value indicators being compared and their conversion from the 
national currency into a comparable currency are carried out in the process of mak- 
ing the comparisons. Soviet international statistics is based ona system of overall 
economic indicators, which define concretely in the form of figures the most impor- 
tant principles of the Marxist-Leninist theory of the reproduction of the gross 
national product. 


The methods of converting the official statistical data of the system of national 
accounts of the United States according to the report balance of the USSR are es- 
sentially recognized by official agencies of the United States. 


However, according to the claim of bourgeois statisticians, not the national income, 
but the gross national product is the most acceptable indicator for the comparison 
of the levels and rates of development of the economy of countries with a different 
socio-economic system. By means of the indicator "the gross national product," the 
methodology of whose calculation is based on the principles of vulgar political 
economy, American statisticians make all international comparisons, including eco- 
nemic comparisons of the USSR and the United States. 


We will not broach the questions of the economic content of the statistical indica- 
tors which are the basis for international comparisons. Let us dwell only on the 
methods of creating international physical indices and international price indices. 
These questions of the theory of statistics for the present are still the least 
elaborated and are arousing the greatest debate among the experienced workers and 
scientists who are engaged in international socio-economic comparisons. 


The comparison of the levels of economic development of the USSR and the United 
States, as is known, can be accomplished by means of both the (Laspares) and the 
(Paasche) index. In the former case the aggregation is carried out according to 
the scales of the United States, while in the latter it is carried out according to 
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the scale of the Seviet Union, If we designate the physical indicators of the pro— 
duction and consumption of goods and services of the USSR by qg and the monetary ex- 
pression of their value by pg, while we express the corresponding indicators of the 
United States by the symbols qy and py, the international aggregate physical index of 
(Laspares) and (Paasche) can be expressed in the following manner: 


Economic level of the USSR as a percentage of the United States 2 45Pu 
in U.S. prices z 
GuPu 
Economic level of the USSR as a percentage of the United States Z4,P5 
in USSR prices Ss 
GVuPs 


The material assets produced in the USSR and the United States have approximately 
the same use purpose, But the expenditures of socially necessary labor in their 
creation are different owing to the peculiarities of the historical development of 
production, its specialization and cooperation, the degree of involvement of the 
country in the international division of labor and the uriqueness of natural con- 
ditions. 


An inversely proportional relation is observed between the amount of the domestic 
output of one product or another and the amount of the national socially necessary 
labor, which was expended in the process of making it. Precisely this explains the 
fact that the index constructed according to the scale of the country of the com- 
parer (the (Laspares) index) in its value is greater than the index calculated ac- 
cording to the national scale (the (Paasche) index). 


Among economists of our country and abroad the opinion is widespread that the (Las- 
pares) index overstates the results of international comparisons, while the (Paasche) 
index understates them. Hence the conclusion is drawn that it is most expedient to 
define the ratios of the levels of economic development of countries with the same 
and a different socio-economic system as the geometric mean index of (Laspares) and 
(Paasche). American statisticians also adhere to this method of calculation when 
they compare the amounts of the gross national product of the USSR and the United 
States. Here they admit that "the geometric mean is convenient practically for in- 
ternational comparisons, but theoretically it is poorly substantiated."! 


Such an assessment of the "geometric mean method of international comparisons" is 
in essence a criticism of I. Fisher's ideal index, the theoretical and practical 
untenability of which V. N. Starovskiy demonstrated with complete persuasiveness 
back in the early 1930's. 


The practical work experience of the Administration of Statistics of Foreign Coun- 
tries of the USSR Central Statistical Administration showed that the most reliable 
results of international comparisons can be obtained not by formal mathematical cal- 
culating operations, but with the comprehensive use of all the properties of the 
index function. 





1. “Soviet Economy in a Time of Change," Washington, 1979, p 372. 
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Aa ia known, the value indicators expressed in the national currency, which are cal- 
culated according to a uniform methodology for the countries being compared, are the 
basis for international comparisons. 


The ratio of the value indicators in the national currency cannot in itself perform 
the role of an international index. But the function of this index, let us call it 
the index of national value amounts, is of great importance in the practice of in- 

ternational comparisons. 


The function of the index of national value amounts in its most abstract form has 
the following form: 


Y* f(x; Y), 


where x is a variable which characterizes the ratio of the physical volume of goods 
and services of the countries being compared; Y is a variable which characterizes 
the ratio of the level of prices of the countries being compared. 


Since the ratio of the physical volumes of production and the levels of prices when 
making international comparisons can be determined by means of both the (Laspares) 
and (Paasche) indices, the variables x and Y are two-digit numbers. The two-digit 
nature of the variables in their functional relationship can be expressed in the 
form of algebraic notation: 


TGP Tao, Tid Tarr . Bride 
X TGeho Log, To, Todo 


From this equation it is evident that the index of the national value amounts is 
the product in the former instance of the (Laspares) physical index and the 
(Paasche) price index and in the latter case of the (Paasche) physical index and 
the (Laspares) price index. 


In international comparisons the data of each country can be used in the form of 
comparable values or comparers. Thus, in the quantitative characterization of the 
course of the economic competition of the USSR and the United States the interna- 
tional indices can be constructed according to the scheme I,, = USSR/United States 
and I, = United States/USSR. 


Owing to this the observance of the following condition is of especially great prac- 
tical importance: I, = 1/T, and, vice versa, I, = 1/I,- The function of the national 
value amounts meets these requirements not in the case of any combinations of the 
variants, but only in the case of certain combinations which can be expressed alge- 
braically as two systems of equations. 


System of equations No | is: 


2q5P, =n —XX * — 
T9P, Tour, Tp,9, 
PaPu  GuPu — SPs 
29 ,P, 9p, . Ip,9, ' 
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where py and q, are the prices and physical volumes of production and consumption 
of the United States; Pa and q, are the prices and physical volumes of production 
and consumption of the USSR. 


Here the (Laspares) physical index LagPu/ 2 ayPy and the (Paasche) physical index 
E qupu/Z aePy are invertible. This is easy to prove: 


Pe, thu and, vice versa, 


| TqPu L9 Pu 
—XR = —RX 
i’) ne 


The mutual invertibility of the cofactors--the physical indices and the price in- 


dices--also governs the invertibility of the products--the indices of the national 
value amounts: 


r r 
G5P5 ond VuPu . 
Tq Py —X 


The invertibility of the overall index is also achieved in the case of the value of 
the variants which are calculated according to the indices, the relationship be- 
tween which is expressed algebraically by the following system of equations. 


System of equations No 2 is: 


el 
T4uPu MP, Puy 
2GuPu Edu, Pu 
tap, = Tgp, gy 








Each cofactor of one of these equations is the inverse of the corresponding cofactor 
of the other equation. 


The revelation of the concept "direct" or “inverse” index function is not a theo- 
retical investigation. This problem, which is connected with the choice of the 
"base" country, the statistical data of which perform the role of a unique comparer, 
is of great practical importance in international statistics. 


Among toreign economists the opinion is widespread that the opportunities for 
bilateral and multilateral comparisons through a base country are limited owing to 
the fact that it is ostensibly difficult to give preference to a single currency. 
Therefore proposals are made to perform such statistical work by means of a collec- 
tive currency, the "parity" of which is determined by a strictly accounting method. 
It is our belief that international comparisons cannot be made on the basis of 
prices which are calculated according to abstract mathematical modeis. The monetary 
comparer in international statistics should reflect the ratic of actually existing 
prices. 
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The USSR Central Statistical Administration compares the levels of economic develop- 
ment of the USSR and the United States by converting the Soviet value indicators 
from rubles into dollars. This is done so that in terms of prices of the United 
States it would be possible to compare the statistical indicators of the USSR Cen- 
tral Statistical Administration with the value aggregates not only of the United 
States, but aleo of other capitalist countries, which are identical in their eco- 
nomic content. In other words, in characterizing quantitatively the economic com- 
petition of the socialist and capitalist economic systems the United States performs 
the role of the “base country." 


The comparison according to the scheme USSR/United States is a direct comparison, 
while the comparison according to the scheme United States/USSR is an inverse com- 
parison. The direct and inverse comparisons of the standardized economic indica- 
tors of the USSR and the United States are made on the basis of the prices of a 
set of representative goods. This means st in system of equations No 1 the 
(Paasche) aggregate price index when use © practice has the form: 


PEALE _ Ld,Ps * Leh LIP s = l 


LP us Pu ; Pu (2 G5Ps 
=f Ogi, lt = 
6 +1) . (F | — 2 ior) 








while the (Laspares) aggregate price index is transformed into the following form: 


Pa Pu 
Eats z (2 * _ 25 +.) 1 EGP, Pu MP, 
EP.4, L9,P; Lah. VE UP; 6 2 








Accordingly the aggregate price indices in system of equations No 2 are changed in 
the following manner: 





—2* 
EP su (2: | “| 





2.0. Py hPa 

Brute ·· 

—X (2 GPa ) 
2\n, | Zep. 


The ratios qgp,: 2q.p, and q.p,: Bq uP, Characterize the proportion of the primary 
conversion group in the total “value of” the value indicator, which is expressed in 
the former case in rubles and in the latter case in dollars. p,,/pg and pg/py are 
the average group price indices. They are invertible, that is, 


If the value of pg (the USSR average price) and p, (the U.S. average price) is 
known, the question of the direct and inverse value of the group price index is 
solved not mathematically, but logically. We will assume that the direct value of 
the group prices is the ratio ps/py, while the inverse value is p,/pg.. 
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However, the national average prices, no matt... how detailed they may be, can be 
used in international comparisons with very great caution, since the quality and 
use value of the products and items of similar commodity groups, as a rule, differ 
greatly from each other. 


The work experience of the USSR Central Statistical Administration has shown that 
the most precise results of international socio-economic comparisons can be obtained 
only on the basis of the individual prices of representative goods. For example, 
the Administration of Statistics of Foreign Countries of the USSR Central Statisti- 
cal Administration compares the volumes of the commodity turnover of retail trade 
of the USSR and the United States, as one of the forms of the receipt of material 
wealth for the ultimate consumption of the population and the institutions which 
serve the population, on the basis of the individual prices of 165 representative 
goods of 57 primary conve’ on commodity groups of the Soviet Union and the United 
States. ‘The number of representative goods is different for each primary conver- 
sion group. Thus, there are two of them for bread and bakery goods, only one for 
flour, while there are six for sausages, two for silk fabrics, eight for clothing 
and underwear and so on. 


The availability of information on the prices of goods, which are similar or identi- 
cal in their consumer properties, makes it possible to calculate individual price 
indices. Each of them characterizes the ratio of the price of the Soviet Union to 
the price of the United States (ig) or, vice versa, the ratio of the price of the 
United States to the price of the USSR (i,). 


It is impossible to weight the individual indices, since the choice of representa- 
tive goods is a unique sampling with an identical degree of probability of the ap- 
pearance of each individual attribute. The simple average of the individual in- 
dices is conditionally regarded as the group index. Here the invertibility of the 
group index is achieved, if it is the geometric mean, which is calculated accord- 
ing to the formula: 





t= Vil. 12. 12 ... gmel. 4m , where i can be both ig and i,. 


The group indices like I,= Jilis = Ps/Py are united into the overall price index V, 
according to the scale of the United States, while the group indices like 

Iy = V/iliy = Pu/Ps are united according to the scale of the USSR. In practice this 
means that two systems of scales have to be used when ascertaining the monetary 
conversion coefficient. Thus, the real parity of the ruble to the dollar Vg, can be 
determined by weighting the group price indices according to the indicators of the 
structure of both the Soviet Union and the United States. In the former case it is 


EPG _ yy (% ISPs EP sGa 3 (2 sofa 
=P us P Ss 2 7 s LP aFu Pu — 


If we designate qsps/ Tasps by We, GuPu/Z qubu as Wy, and p,: P,, in the form I, and 
Py * Pg in the form I,, then V, can be expressed in the former variant of the calcu- 
lation as V5 = 1/Z 1, W. and in’ the latter as Ve = ZI.W 


» and in the latter it is 


In their economic content Vs and ve are equivalent. But their numerical value is 
different. It depends to a considerable extent on the choice of scales. The ex- 
perience of international comparisons shows that the ratio of the ruble to the 
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dollar, which i# calculated according to the pattern of consumption of goods and 
services of the USSR, is always less than the value of the same indicator, which, 
however, has been calculated according to the pattern of consumption of goods and 
services of the United States. 


The variation of the numerical value of the currency coefficients, which is gov- 
erned by the existence of two systems of the aggregation of group price indices 
which are identical in their economic meaning, does not make it possible to charuc- 
terize the ratio of the levels of economic development by a simple relative value. 
The end results of the direct international comparisons, which characterize the 
course of the economic competition of the USSR and the United States, can be ex- 
pressed mathematically by two formulas: 


27s? a we UIs, LPs%, 


L4wPu — LMePu DPI; (1) 
2 - 59s | LP s% 
EGP, S%Pu SPuu (2) 


The difference between these formulas is that the physical index in the former of 
them (the (Laspares) index) is the quotient from the division of the index of the 
national value amount by the (Paasche) international price index, while in the lat- 
ter formula the (Paasche) physical index is the quotient from the division of the 
same direct index of the national value amount by the (Laspares) price index. 


The experience of international comparisons has convincingly proven that the ratio 
of the ruble to the dollar, which is calculated according to the pattern of the USSR 
(the (Paasche) price index), is always characterized by a smaller relative value 
than the same ratio which is calculated according to the pattern of the United 
States (the (Laspares) price index). 


However, if & pgqs/¥E puis < 2 ps9y/EPydu, from formulas 1 and 2 it follows that 
Zqspu / Zqupu * F4sPs/ZduPs- This inequality expresses the fact well known to 
experienced statisticians that the comparison of the levels of economic development 
of the USSR and the United States, which is made according to the prices of the 
United States, yields higher results than the calculations according to the prices 
of the USSR. 


International comparative statistics so far has used indices, the methods of con- 
struction of which have been adapted for the needs of national statistical organs 
and primarily for the establishment of the dynamics of the level of prices, the 
change in the physical volume of products and services and the amount of income 
created in the process of their production and consumption. 


In the statistical study of the trends of development of the economy of one country 
or another the aggregation of economic phenomena, which are not being directly com- 
pared, is accomplished according to the data of either a base period or a period 
under review. Precisely this was r:sponsible for the extensive use in national sta- 
tistical practice of the (Laspares) index and the (Paasche) index. The former, as 
is known, is constructed on the basis of base scales, while the latter is con- 
structed according to the scales of the period under review. 
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In constructing territorial indices the problem of weighting is solved differently, 
In national regional indexology the scales are determined according to che indica- 
tors of the structure of the entire economy of the country or the integrated econ- 
omy of the regions being studied. 


In international comparisons of the levels of economic development, apparently, it 
is also legitimate to use as scales the indicators of the structure of the economy 
not of one country, but of two countries simultaneously. This can be achieved, in 
our opinion, by calculating the average relative indicators of the structure of the 
economy of the countries being compared. Such an "averaged" or "standardized" sys- 
tem of scales is of a purely accounting nature. But this method, which is dictated 
by the goals of indexing, is fully justified economically, since it makes it pos- 
sible to calculate the most correct exchange rates and, consequently, the interna- 
tional physical indices. 


As is known, the system of scales of the Soviet Union qgpg/Zqgpg is a vector of 
relative indicators, which can be written as: 


v7; 


wy? 
- = W, = 100. 








* 


The scales of the United States qypy/Zqypy» which are used in constructing interna- 
tional indices, are also a vector of relative indicators, which can be represented 
in the following manner: 


I 
Wy 


2 
Ma LW, = 100. 








Wi 
Let us designate 1/2 (Wg +Wy,) =d, then the vector of standardized scales will as- 
sume the form: 


=d=100. 








When using the standard scales in international comparisons the price indices, which 
characterize the parity of currencies and, in particular, the ratio of the ruble to 
the dollar, can be written as: 
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(Laspares) a (2 . SPs ) ant (2 Ws) = r (2 d) on the condition that 
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price index > P.9 Ps Py Pa 
Wed. | 
(P h ) P45 } l ] ‘ 
aasche — - ~ 
price index ZPu%s y (2: . ote : (2: w,) . (2:.«) on the condition 
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P 
Owing to the properti of averages 2034 does not equal v (2s. . There- 
a = P; 
fore, in the practic ᷑ international comparisons it is more conventent to define 
the parity of the rv. | and the dollar on the basis of the following equation: 


«(selae [Od )q = BE 


The currency conversion coefficient tp q: 2 puq is in essence the (Laspares) inter- 
national price index, in which the scales of the United States are replaced by stand- 
ardized scales. 


The (Paasche) international price index Epgqg: Epyqg after the replacement in it 
of the scales of the United States by standardized scales in its numerical value 
approximates the value of the (Laspares) index, which is calculated according to the 
same scales, so that the ratio between them is expressed by a coefficient which is 
equal to one. The changeover from the physical index, which is calculated accord- 
ing to USSR prices, to the same index, which, however, is calculated according to 
U.S. prices, can be accomplished by means of the following equation: 





EGP: (22a DP s%u _ 24h 
EPs \EPu%s | 


If 2podg/E Pydg * ZP54y/S Py, 1, then Zq,p./Ha,p,= ZayPy/ZayPy- On the con- 
dition of the equality of the values of the price and physical index, which are 
weighted according to the indicators of the pattern of the USSR and the United 
States, the function of the national value amounts becomes both a single-valued and 
an invertible function. In practice this means that the level of USSR economic de- 
velopment can be compared in terms of the United States with any capitalist coun- 
try and, in turn, the state of the economy of each of the capitalist countries can 
be compared in terms of the USSR with other socialist countries, 


COPYRIGHT: Izdatel'stvo "Statistika", 1980 
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INTRODUCTION OF NEW TECHNOLOGY 


INCENTIVES TO PROMOTE TECHNICAL PROGRESS DISCUSSED 
Moscow PLANOVOYE KHOZYAYSTVO in Russian No 11, Nov 80 pp 51-58 


/Article by Candidate of Economic Sciences B. Smirnov: "Development of the Forms of 
Material Stimulation of Technical Progress" 


/Text/ The practical experience of improving the mechanism of managing scientific 
and technical progress confirms that the most important key aspect of this problem 
is the creation for enterprises of the most favorable conditions for the output of 
new, advanced equipment as compared with previously assimilated and obsolete equip- 
ment. The successful solution of this problem requires primary orientation toward 
scientific and technical progress of all the components of the economic mechanism-- 
planning, financing, pricing, material stimulation--as the successive links of the 
realization of the interests of society, the collectives of enterprises and individ- 
ual workers. 


Planning is the initial and main form of assurance of the unity of economic inter- 
ests. The tasks of socialist society in the area of increasing the technical and 
economic level of production and products, of increasing their quality and the out- 
put volumes in conformity with public needs are embodied precisely in the plan. 
Therefore, planning also functions as the primary component of economic management, 
the main activity of enterprises and the sectors of the national economy, the most 
important directions and the results of which take the form of a unified system of 
plan indicators. 


An essential component of economic management is the material stimulation of the de- 
velopment of scientific and technical progress. Inadequate effectiveness of the in- 
centive mechanism can have the result that the entire set of economic levers of 
scientific and technical progress will not yield the desired results. In much the 
same way as the unified system of plan indicators of industrial enterprises the sys- 
tem of their material stimulation should also be a unified system, which focuses the 
interests of the workers on the solution of the problems of intensifying production 
by the extensive use of the achievements of science and technology. 


About 20 different and inadequately interconnected incentive systems have been in 
effect for a long time at industrial enterprises. Among them are a general cost ac- 
counting system for the results of current economic activity on the output of as- 
similated items and a special cost accounting system for the development and intro- 
duction of new equipment. The lack of the proper unity among them leads to certain 
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conflicts in the economic interests of enterprises with regard to the choice of the 
direction of work and gives rise to the alternative of the output of the assimilated 
or a new product, the increase of the organizational and technical level of produc- 
tion or the maintenance of the achieved level. 


Since the development and introduction of new equipment often are backed by means 
of stimulation to a considerably less extent than current product! «, this choice 
in many instances is made not in favor of scientific and technica! progress. A 
larger and larger number of specialists in the field of the management of scientific 
and technical progress see a way out of this situation not in seeking an increase 
of the special incentive funds for new equipment, but in enhancing in its stimula- 
tion the role of cost accounting incentive funds. This, in our opinion, correct 
position in turn requires the solution of the question of the interrelationship of 
the special and cost accounting stimulation of enterprises, of the basic combina- 
tion in the unified system of the functions of stimulation for new equipment and 
for the current resulte of production operations. 


The problem of creating a unified cost accounting system of material incentives, 
which along with the current operation of enterprises would also cover their activ- 
ity on expediting scientific and technical progress, became a topic of discussion 
among Soviet economists after the beginning of the economic reform. "The improve- 
ment of the existing bonus system," I. Oblomskaya wrote, "...should proceed not 
along the lines of the further development of an independent system of stimulation 
of the production of new equipment, but in the direction of the development of a 
unified mechanism of the stimulation of both the current reproduction process and 
scientific and technical progress which is intended for the future."! G, Yegiaza- 
ryan and L. Kheyfets noted that "under the conditions of the economic reform the 
retention of two systems, which differ according to the sources of the formation of 
the funds, is inadvisable. It is necessary to couple the two systems, having en- 
sured an interest in technical progress through the main system."2 "The fact that 
the economic criterion of new equipment and of all social production is a uniform 
criterion," L. Gatovskiy emphasized, "predetermines the need for the convergence 
and gradual unification of the two systems of stimulation. "3 


At the same time the idea of creating a unified cost accounting system of material 
stimulation has not yet received adequately complete, thorough economic substantia- 
tion and approval. As a result it has to a considerable extent the nature of a 
hypothesis about ways to develop the material stimulation of production. 


The long-term and to a certain «xtent separate functioning of the general and spe- 
cial incentive systems up to now resulted from the peculiarities of the development 
of the national economy in our country. At the initial stage of the building of so- 
cialism and during the period of industrialization there was no separate system of 
the stimulation of scientific and technical progress, since the entire economic 
mechanism, which at the same time also covered the solution of current national 
economic problems, was aimed at it. The need noted by V. I. Lenin "to link the 
scientific plan of electrification with current practical plans..."4 and to provide 
for the payment of bonuses to specialists, first of all “for the especially success-~- 
ful and quick fulfillment of she most important of the organizing and technical as- 
signments..."5 was reflected, in particular, in this. 





The thesis of V. I. Lenin that socialiam is inconceivable without equipment built ac- 
cording to the latest word in science was the basia for the management of the na- 
tional economy during those years, And it is quite natural that the stimulation of 
workers for new equipment was one of the first forma of material stimulation in 
Soviet industry. 


Later, as the scale of production and the number of enterprises, organizations and 
construction projects increased, the production relations between them became more 
complex and production and personal needs increased, the reorientation of the eco- 
nomic mechanism and the increase in it of the functions of management of the so- 
called current production gradually took place. Its goal consisted primarily in 
increasing the volumes of the output being produced. Planning and material stimula- 
tion were subordinated to a greater and greater extent to the achievement of this 
goal. The acceleration of scientific and technical progress is made into a special 
function of production management, for the realization of which special economic 
means were also required. 


The solution of the problems of restoring the national economy of the country during 
the postwar period enhanced the role in the mechanism of management of the elements 
which "work" for an increase of the volume indicators of production. As a result 
the separation and parallel development of the forms of material! stimulation of cur- 
rent production activity and scientific and technical progress emergea. 


Prior to the economic reform (1965) the proportion of special incentive funds for 
new equipment in the total amount of assets of enterprises for the payment of bo- 
nuses was significant: in 1958 16 percent, in 1965 33 percent, With the formation 
in industry of cost accounting economic stimulation funds it decreased substantial- 
ly and for 1970-1978 was on the average less than 4 percent of the amount of assets 
for material incentives. This complicated the problem of creating effective stimuli 
of scientific and technical progress and required the entire system of material 
stimulation to be put in good order and not just the special incentive system, 
which had a number of fundamental shortcomings. The latter resulted, in our opin- 
ion, not so much from the imperfections of the scales of the determination of the 
amount of incentive funds, the distribution of bonuses by stages of the work among 
the workers and so forth, as from the economic restrictions which this system placed 
on the material interest of the collectives of enterprises in expediting scientific 
and technical progress. 


The indicated restrictions consist in the fact that the special incentive system 
in essence is exclusive for individual, local groups of workers who are engaged in 
the development and production of new equipment, provides for the payment of bo- 
nuses for individual, one-time operations on new equipment, has negligible assets 
as compared with the cost accounting material incentive funds and operates in fact 
in separation from them. 


However, scientific and technical progress can no longer be an object of the activ- 
ity of only individual zroups of workers who are engaged directly in scientific re- 
search and the development of new equipment. "The involvement in this historically 
important process of all the participants in social production, all the links of 
the economic mechanism is assuming a greater and greater role, 
25th CPSU Congress .® 


it was noted at the 








Scientific and technical progress also does not reduce to the sum of the individual 
measure’, no matter low significant and effective they might be. It is to a greater 
and greater extent the steadily expanding and intensifying process of the continuous 
improvement of production. For example, in 1970-1978 alone the number of measures 
on new equipment, which were adopted annually, increased |.6-fold in industry. 


The steady increase of the extent of the measures on the acceleration of technical 
progress which are implemented at enterprises is complicating within the special 
incentive system the organization of the effective payment of bonuses to workers, 
since special and complicated accounting of their labor contribution is required 
for this, Thus, in the automotive industry more than 170 different operations on 
new equipment are implemented annually on the average per enterprise, in heavy 
machine building about 160 are. 


The proper distribution of the bonus for the implementation of each measure is an 
extremely complicated and labor-consuming process. Precisely for this reason, as 
practical experience shows, it is frequently of an equalizing and impersonal nature. 
Such a situation attests to the need for the substantial reorganization of the sys- 
tem of stimulation of technical progress with the use of the principles which have 
become firmly established within the cost accounting incentive mechanism. 


As is known, a number of measures on increasing the interest of enterprises and 
organizations in expediting scientific and technical progress are being implemented 
in industry. During the Ninth and 10th Five-Year Plans the proportion of output of 
the highest quality category in the total sales volume and the growth rate of labor 
productivity were included among the indicators of planning and the formation of 
cost accounting material incentive funds. 


The former indicator characterizes the activity of enterprises on increasing the 
production volumes of products, which conform to or exceed with respect to their 
technical and economic parameters the best foreign and domestic achievements of 
science and technology. Being an object of planning and stimulation, it expresses 
in concrete form the relations between society and the collectives of enterprises 
with respect to scientific and technical progress in the area of the products being 
produced. The indicator of the growth of labor productivity as an object of the sys- 
tem of management conveys to a considerable extent the economic relations in the 
sphere of the increase of the technical and economic level of the production proc- 
ess itself. 


In conformity with the decree of the CPSU Central Committee and the USSR Council of 
Ministers "On Improving Planning and Strengthening the Influence of the Economic 
Mechanism on Increasing Production Efficiency and Work Quality” the role of these 
indicators in the system of cost accounting stimulation is increasing even more, 

for they are becoming the main fund-forming indicators of enterprises, while during 
the Ninth and 10th Five-Year Plans they were only fund-adjusting indicators. As a 
result the two main directions of technical progress are becoming immediate ob- 
jects of cost accounting stimulation, which attests to a quite definite tendency for 
the role of material incentive funds in the management of the development and intro- 
duction of new equipment to increase. 


At the same time for a number of years a new special system of the management of 
scientific and technical progress was experimented on in the Ministry of the 











Electrical Equipment Industry, the Ministry of Heavy and Transport Machine Building 
and other ministries. The mechanism of the material stimulation of new equipment 
was also changed substantially in it. These changes provide for the use of the 
profit of enterprises as a source of the formation of special bonus funds and the 
establishment of their direct connection with the actual impact of the new equip- 
ment, the creation at scientific research institutes and design bureaus of cost ac- 
counting stimulation funds, which to a significant extent are formed from the prof- 
it of industry, as well as the broadening of the rights of enterprises and organiza- 
tions in the use of the assets for paying bonuses for new equipment. 


An important feature of this mechanism of stimulation was its definite connection 
with the general system of planning and economic stimulation. Thus, the amount of 
the reduction of the production cost due to the introduction of new equipment is 
taken into account when planning the profit of enterprises. The stimulating role 
of price markups within the general incentive system consists in the fact that they 
are taken into account not by the plan indicators, but by the actual indicators on 
the sale of products, the profit and the profitability. Here the markups received 
are evaluated separately and are excluded from the base of planning for the follow- 
ing year. 


As a whole the new system of the planning and stimulation of scientific and techni- 
cal progress has justified itself. In conformity with the degree of the party and 
the government on the improvement of the economic mechanism it is being extended to 
other sectors of industry. 


All this makes it possible to reach a conclusion about the occurring process of the 
extension and broadening of cost accounting principles in the formation and use of 
the special assets for paying bonuses for new equipment, as well as about the great- 
er and greater interpenetration of the principles of the effect of the special sys- 
tem and the cost accounting material incentive funds. 


The problem of creating a unified mechanism of stimulation is becoming especially 
pressing under the conditions of new organizational forms, in which the scientific, 
technical and economic development of modern production is being carried out to a 
greater and greater extent. The organization of scientific production and produc- 
tion associations, which contain scientific research institutes, design bureaus and 
enterprises, requires the establishment of unity in the material stimulation of 
their workers. The decree of the party and the government on the improvement of the 
economic mechanism is affording new opportunities for ensuring the unity of the 
stimuli of labor. 


The changeover to the compilation of long-range plans of economic and social devel- 
opment on the basis of the comprehensive program of scientific and technical prog- 
ress makes it possible to foresee the influence of the process of developing and 
introducing new equipment on the main indicators of enterprises and the sectors of 
industry and thereby to eliminate the decrease of their economic stimulation funds. 
The procedure of taking into account the value of the operations of an industrial 
nature on new equipment, which are carried out at the expense of the unified fund 
for the development of science and technology, in the total production volume with 
the addition of the standard profit is conducive to this. 
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The improvement of the financial methods of expediting scientific and technical 
progress, which is called for by the decree, is also aimed at the convergence of the 
financing of sectorial science and technology with the principles of cost account- 
ing. The role of cost accounting fund-forming indicators in expediting scientific 
and technical progress is increasing as a result of the increase of the effective- 
ness of the price markups and reductions on new equipment. 


Thus, at present a number of objective conditions of the creation of a unified sys- 
tem of material stimulation, which would direct the workers of enterprises and as- 
sociations toward the acceleration of scientific and technical progress, are forming. 


An important step in the solution of this problem has been taken at a number of 
enterprises and associations of the Ministry of the Electrical Equipment Industry, 
at which unified material incentive funds have been created in accordance with the 
decision of the Interdepartmental Commission attached to USSR Gosplan. The immedi- 
ate goal of the experiment is the increase of the efficiency of the use of the in- 
centive funds of enterprises (associations) first of all for stimulating scientific 
and technical progress. For this all the assets received by the enterprises (asso- 
ciations) in accordance with the prevailing bonus system, except the bonus for the 
All-Union Socialist Competition, are channeled into the unified fund. The possibil- 
ity of redistributing the assets being received with an orientation toward increas- 
ing the bonus for new equipment is envisaged in the process of using it. 


The analysis of the results of the experiment in this area of it attests to the ef- 
fectiveness of the chosen means of stepping up the stimulation of technical progress. 
The creation of unified material incentive funds at such associations as Uralelektro- 
tyazhmash and Zaporozhtransformator made it possible to increase substantially the 
total amount of incentive funds for new equipment and to improve the ratio between 
them and the economic impact of the measures on the technical improvement of produc- 
tion. 


During the experiment on the creation of a unified stimulation system the payment of 
bonuses to the collectives of the scientific research institutions belonging to the 
associations from the assets of the unified material incentive funds for the fulfill- 
ment of the indicators of the activity of the association as a whole was established 
for the purpose of ensuring the more complete unity of the economic interests of the 
workers of science and production.’ Thereby the differences in the indicators and 
the amounts of the material incentives to the workers of the enterprises and the 
scientific research organizations were overcome to a considerable extent, and the 
structure of the sources of the incentive funds of scientific research institutes 
also changed substantially due to the increase of the proportion of the assets re- 
ceived from the profit of the enterprises. 


At present these assets hold a decisive place (60-70 percent) in the stimulation 
funds of the scientific research institutes of the associations (enterprises) which 
are taking part in the experiment. As a result the proportion of the bonuses in 

the average wage of the workers of scientific research institutes increased in the 
Uralelektrotyazhmash Association from 7 to 15 percent and in the Zaporozhtransforma- 
tor Association from 10-12 to 20-22 percent, which promoted an increase of the mate- 
rial interest of scientists in the end results of the work of the associations. 








The inclusion of all the bonuses and awards paid from the unified material incentive 
funds in the average wage was an important feature of the experiment. This made it 
possible in an economically sounder way to plan and evaluate the ratio between its 
growth and the growth of labor productivity and to increase the interest of the work- 
ers of the associations (enterprises) in the efficient use of incentive funds, 


Thus, the experiment on creating unified material incentive funds made a definite 
contribution to the development of the forms of material stimulation and to the in- 
crease of the efficiency of the use of the aggregate incentive funds of the enter- 
prises (associations) for expediting scientific and technical progress. 


At the same time some shortcomings of the experiment were also detected. For exam- 
ple, the indicators, standards and sources of formation of the unified material in- 
centive funds remained unchanged. Uniform, universal indicators of the formation of 
incentive funds, which would have reflected most completely all the main aspects of 
the activity of the enterprises (associations), and first of all the results of 
their work on the output of new equipment, were not used during the experiment. 
Thereby a changeover from individual, diverse types of activity and the forms of 
their stimulation to the overall results of the work of the enterprises and to a 
unified systems of the formation of material incentive funds was not accomplished. 
Only the mechanical merging of the various incentive funds in a unified fund took 
place. At a number of enterprises the indicators of the payment of bonuses to work- 
ers of the intraplant subdivisions in essence also did not change. As a result as 
before the process of paying bonuses to the workers is complicated and elements of 
duplication in stimulation are being retained. 


The prevailing procedure of forming and using material incentive funds with certain 
changes can serve, in our opinion, as the basis of the creation of a unified mechan- 
ism of stimulation. Under the present conditions of management it is expedient to 
enhance the role of the economic indicators of technical progress in the mechanism 
of forming the material incentive funds, for which it is not mandatory along with the 
prevailing indicators to introduce in the system of fund formation new indicators 
which reflect technical progress. This would be in essence a "mechanical" act and 
would leave unsolved the problem of ensuring the unity of the stimuli of new equip- 
ment and current production. 


The creation of a unified system of planning and stimulation presumes the fundamen- 
tal combination of the indicators of technical progress and the current process of 
reproduction, which in turn is impossible without a certain modification of them. 
The problem, it seems to us, consists in "directing" the prevailing cost accounting 
indicators of the formation of material incentive funds toward technical progress. 
For this purpose it would be possible to approve a procedure of forming incentive 
funds subject directly to the indicators of the volume of output according to the 
categories of its technical level and quality, by introducing differentiated stand- 
ards of deductions for the incentive funds of enterprises for each percent increase 
of the output of products of the highest and first quality category. The increase 
of the output of products, which results from the output of items of the second 
quality category, should not be taken into acount when forming the funds. 


Moreover, it would be advisable when forming the material incentive funds to take 
into account not the entire increase of labor productivity achieved at the enter- 
prises, but only that portion of it which was obtained due to the increase of the 
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organizational and technical level of production. Such a measure would eliminate 
the influence on the increase of labor productivity of factors not dependent on the 
enterprises (for example, structural changes in the output, the materials and so 
forth) and would orient the workers to a greater extent toward intensive factors of 
the increase of production, 8 


This suggestion has already been made in economic literature, but its practical im- 
plementation is being checked by the inadequately extensive use at enterprises of 
the factor planning and analysis of labor productivity. 


The introduction for enterprises of higher standards of deductions for the incentive 
funds for the increase of the profit (profitability), which was achieved due to the 
output of new products with a price markup and the reduction of the production cost 
of items as a result of the introduction of new equipment and technology, would be 
justified, in our opinion, for enhancing the role of the indicator of the profit 
(profitability) in the system of the cost accounting stimulation of scientific and 
technical progress. This additional profit, which constitutes the cost accounting 





impact of scientific and technical progress at the enterprises, should also be estab- . 


lished for them as the indicator of the economic impact from the implementation of 
scientific and technical measures, as is called for by the above-indicated decree 
of the CPSU Central Committee and the USSR Council of Ministers. 


In order to increase the cost accounting stimuli of the drafting of stepped-up plans 
in the area of technical progress it seems expedient to increase (decrease) the 
amounts of the incentive funds in the five-year plans for those enterprises, whose 
indicators of the output of products of the highest category, as well as the growth 
of labor productivity and the profit (profitability), which were achieved due to 

the use of new equipment, during the five-year plan are greater (less) than the 
corresponding average sectorial (average group) indicators. This would make it pos- 
sible to combine in the cost accounting incentive system the payment of bonuses to 
workers for the level and increase of the indicators of technical progress in the 
five-year plans and for the exceeding of them by years of the five-year plan. 


For the purpose of enhancing the role of cost accounting stimuli of the introduction 
of new equipment it would be important to expand the use of the indicators of tech- 
nical progress in the process of using incentive funds. For this, in our opinion, 
it is sound practice to establish as the main indicators of the material stimulation 
of the workers of the design, technological and other technical services of enter- 
prises, which deal with new equipment, such indicators, for example, as the fulfill- 
ment of the plan of the division (laboratory) on the increase of the technical and 
economic level and quality of products, on the elaboration of measures on the growth 
of labor productivity and the reduction of the production cost of items due to the 
increase of the organizational and technical level of production. 


For the workers of the main shops of the enterprises, apparently, it is possible to 
use such indicators as the fulfillment of the shop plan on intraplant deliveries 
with allowance made for the technical level and quality of products, on the increase 
of labor productivity and the reduction of the production cost of items due to the 
introduction of new equipment. When improving the intraplant stimulation of the 
workers of enterprises for new equipment from the material incentive funds the ex- 
perience of the Sumy Machine Building Production Association imeni M. V. Frunze, 
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which has been gained in thie matter and has been covered in the press, should be 
utilized more extensively. 


The favorable experience of using the assets of unified material incentive funds for 
stimulating the activity of the workers of scientific research organizations makes 
it possible co conclude that the functions of ensuring a link between the economic 
interests of the workers of science and production can be effectively performed by 
the unified cost accounting system of material stimulation. This can be accomp- 
lished by the changeove: to the direct deductions of assets for the stimulation of 
the workers of scientific research institutes and design bureaus from the profit of 
euterprises, which is intended for the formation of their incentive funds. 


The systematic enhancement of the role of cost accounting incentive funds in the 
management of scientific and technical progress and the fundamental connection to 
them of the mechanism "the impact of new equipment--the price markup--the additional 
profit--the bonus," which is being developed within the framework of special stimu- 
lation, will make it possible to create a unified system of material stimulation and 
to ensure the effective interest of the workers of industry in the increase of pro- 
duction efficiency on the basis of new equipment, 
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6. "“Materialy XXV s"yezda KPSS" /Materials of the 25th CPSU Congress/, Moscow, 
Politizdat, 1978, p 48. 


7. The material stimulation of the workers of the scientific research institutes 
of Zaporozhtransformator from the unified material incentive funds was made de- 
pendent on the fulfillment by the association of the plans on the output of 
products of the highest quality category and labor productivity, which reflect 
technical progress at the association. This seems more valid. 


8. According to the data of the USSR Central Statistical Adrinistration, the intro- 
duction of new equipment and the implementation of measures on the scientific 
organization of labor in 1971-1978 provided only 60 percent of the total in- 
crease of labor productivity in industry. 
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